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, Development in 


i a flail 
By Reynold é. Ci? 


In considering the problems of economic development faced 
by the five Central American countries, Guatemala, El Salva- 
dor, Honduras, Nicaragua, and Costa Rica, it is a frequent 
practice to relegate these small nations to a single paragraph, 
or to absorb them under the general heading of “Latin Ameri- 
can” countries. Such procedures imply either that they con- 
form to certain neat patterns or that their problems are of 
minor importance in comparison with those of the larger 
South American countries which seem to attract the greatest 
attention. Thus a recent document of the United Nations 
entitled “Review of Economic Conditions Throughout Latin 
America” had only seven casual references to Central American 
countries scattered through its twenty-two pages. 

As for the similarity of problems they doubtless have some 
in common, but their differences are broad enough to stamp 
each with some mark of individuality. Some countries have 
acute labor shortages while others can export labor in the 
harvest season. A few governments are faced with foreign 
exchange difficulties and others have accumulated large reserves 


* Mr. Carlson is associate professor of economics, Institute for Brazilian 
Studies, Vanderbilt University. 
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which they are using to retire external debts. Again, budget 
deficits prevail for some although others enjoy surplus revenues 
from the large tax yields of bumper export crops. Well organ- 
ized banking and credit systems characterize the economy of 
some countries in sharp contrast to the limited facilities avail- 
able in others. It is only the less discriminating therefore who 
will lump these items into one category entitled the Latin Ameri- 
can Economic problem. 

Another difficulty encountered is the disposition of econ- 
omists to approach the dynamic problems of economic develop- 
ment with the tools designed for studying economic stability. 
Although the contrasts between these two types—economic 
stability and economic development—are largely differences in 
degree they are nonetheless great enough to be considered dif- 
ferences of kind. There are four specific points of distinction 
which may be noted. In the first place, the problem of economic 
stability is that of maintaining some semblance of equilibrium 
or balance between the various elements in the economy of each 
country. On the other hand, the problem of economic develop- 
ment implies continual change and the disequilibrium which 
inevitably results as an economy moves from one stage of 
technology to another. 


Secondly, it may be noted that stability usually means equil- 
ibrium within a framework of institutions as they exist in the 
more sophisticated economies of the world. It involves refine- 
ments of statistical analysis in problems of business cycles, 
money and banking, exchange controls and balance of payments. 
Development to the contrary means constant pressure to modify 
the existing framework and to adapt the economic institutions 
to the new conditions as they emerge. Thus, stability is a 
process of successive adjustments within certain limits whereas 
development breaks out of these limits, moulting its hard insti- 
tutional shell at intervals and growing a new and more com- 
modious one. 

Thirdly, stability carries with it an emphasis on full em- 
ployment as the optimum condition towards which all economic 
policy should be directed. It is a unique problem for the indus- 
trialized countries of the world. But for many of the less de- 
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veloped countries full employment is not the problem. It is 
rather a question of economic productivity or raising standards 
of living in those countries where serious depressions can occur 
without widespread unemployment. 


Fourth and last, the maintenance of economic stability is 
essentially a short run phenomenon whereas development is 
a long range problem of increasing productivity and consump- 
tion through changes in methods of production and a gradual 
expansion in technology. The former problem lends itself 
to immediate study and action while the latter often requires 
a substantial period of gestation before concrete results may 
be expected. 


Many of the past studies on Central America or indeed of 
all Latin American economies have been preoccupied with (1) 
questions of commerce, imports and exports, and balance of 
payments in trade with the United States or (2) questions of 
finance such as external debts, especially those in default, rev- 
enues and expenditures, and exchange controls or (3) questions 
of stability such as inflation and bank note issue. In part this 
orientation has been a result of statistical convenience since the 
only data available have been custom house reports, foreign 
bondholder investigations, and banking statements. As a con- 
sequence the marketing and trade aspects of these economies 
have been more thoroughly explored while the less obvious, 
but often more basic, problems of production have been passed 
over. 

This early preoccupation with matters of foreign trade and 
finance conceals an important condition which is characteristic 
of these economies. What, for example, do fluctuations in prices 
and markets mean to the vast majority of the population? To 
be sure, as Mrs. Marsh has pointed out, large export crops with 
the good prices now prevailing are bringing substantial returns 
for the planter, the exporter and the banks which finance the 
transactions and thus bring secondary effects in good business 
for the importers and local merchants.! There is a basic ques- 


1 Margaret A. Marsh, “Monoculture and the Level of Living”, Inter- 
American Economic Affairs, Vol. 1, No. 1, June 1947, p. 101-2. 
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development and that is how far downward the effects of either 
tion, however, that is rarely raised by the active proponents of 
prosperity or depression are diffused. A good year means ample 
employment during the harvest season and due to labor short- 
ages somewhat better money wages although rising prices have 
reduced the purchasing power of the cash wage. Moreover, 
the cash wage is merely a supplement to subsistence farming 
especially for those millions of Indians and other workers who 
make up the rural population and live outside the money econ- 
omy. Thus changes in the volumes and prices of imports prob- 
ably mean little for these rural people, since the market for 
imported merchandise is limited to the higher income groups. 
Data on national income are non-existent in these countries to 
say nothing of information on how that income is distributed. 
No quantitative evidence can be introduced but the available 
fragments of information support the view that the bulge of 
prosperity is absorbed largely by the upper income groups. The 
rural population continues its meager existence with a scant 
ration of rice, beans, or corn scratched laboriously from the 
exhausted soil. 

Attention must now be directed to some of the factors which 
may promote or retard any program for economic development 
that a particular government may undertake. An attempt will 
also be made to relate these factors to the concrete situations 
which now prevail in the Central American countries. Briefly, 
these factors may be classified into three types although in 
some instances a factor may seem to fall into more than one 
category: institutional, economic, or technical. Banking offers 
one such example. It is useful in this case, however, to dis- 
tinguish the institutional aspects from the operating functions 
of the bank in order to place the spotlight on each. Thus if a 
banking structure or system already exists (institutional) then 
development is a matter of enlarging capital, getting aggressive 
management, and facilitating credit (economic). On the other 
hand, if an adequate structure does not exist then the insti- 
tutional factor is lacking and that must be the first step. 


Institutional factors: A. Banking and credit facilities. 
Banking institutions occupy one of the most important places 
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in the operation of an economy first as an influential mechan- 
ism in the formulation of economic policy, and second in the 
conduct of its traditional banking functions. The principal 
institutions in the several countries may be listed function- 
ally as follows: 
Guatemala: Central Bank, mortgage bank, three private 
commercial banks. 
El] Salvador: Central bank, mortgage bank, three private 
commercial banks. 
Honduras: Two private commercial banks. 


Nicaragua: Central bank, mortgage bank, one private com- 
mercial bank. 

Costa Rica: Central bank, mortgage bank, three private 
commercial banks. 

Panama: Agricultural and mortgage bank, government com- 
mercial bank, two private commercial banks. 


The existence of a central bank with its several operating de- 
partments such as emission, banking, or agriculture, may play 
an important role in the development of the economy. Through 
its banking department it is a factor which centralizes and 
mobilizes the limited capital resources of the country, and by 
rediscounting through the emission department it directs the 
allocation of resources. Both Honduras and Panama lack a 
central bank, though in the latter instance the presence of 
branches of United States banks partly eliminates the need for 
an institution with central banking powers. The effectiveness 
of the central bank which in a country like Nicaragua and 
Costa Rica also handles about 50% of the total commercial 
banking business is enhanced by the number of branches which 
it has in the provinces. 


Guatemala has a strong central bank and effective commer- 
cial banks but their operations are concentrated in only two 
cities. Thus small farmers of tobacco, corn, beans, or rice 
must go to Guatemala City or Quetzaltenango to secure credit 
and are often required to sell their crops in advance at lower 
prices. Nicaragua with four branches and Costa Rica with 
five are better equipped to meet the credit needs of the provinces. 
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Moreover, in the case of Costa Rica there are thirty Rural Credit 
Boards (Juntas Rurales de Credito) which are the channels for 
dispensing small amounts of rural credit throughout the country. 
It is not enough to have branches, however, unless those offices 
are allowed some flexibility in handling their business. The 
Banque Nationale of Haiti, for example, has eight branches but 
each branch manager is little more than a teller operating with- 
out discretion under the strict instructions of a central office. 

Strong banks often provide credit in competition with 
the banking departments of the central banks in each of the 
countries. Some banks are private and independent while others 
are overseas branches of British or United States banks, and 
still others are government owned institutions. In a few cases 
these commercial banks have branches in the interior, notably 
in Panama where the government commercial bank has recently 
raised its more important branches to the independent status 
of provincial banks. 


Mortgage banks are a positive factor in economic develop- 
ment for they are designed to give longer credit terms, espe- 
cially to agriculture, under conditions which the ordinary com- 
mercial banks could not meet. Here again it is the number 
of branches and the flexibility of their functions which count. 
When these mortgage banks are coupled with a decentralized 
credit system as in El] Salvador or Costa Rica, the resources 
for long term loans are widely distributed through the prov- 
inces. Much of the economic development in these agricul- 
tural regions lies in the direction of increased mechanization 
requiring investments in machinery and heavy equipment. Such 
large commitments can rarely be made by farmers unless some 
institution provides funds that can be amortized over a con- 
siderable period. 


The availability of mortgage credit also affects other objec- 
tives of economic development such as diversification of crops 
to meet domestic needs and reduce imports of foodstuffs. This 
often means a partial shift from large landed estates usually 
given over to a single crop cultivation to smaller units of pro- 
duction which are suitable for crops like rice, beans, and corn. 
Small farmers cannot hope to acquire land without financial 
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help on a long term basis. Thus the provision of mortgage 
credit is a factor of the greatest importance in attacking one 
of the root problems of these economies. 

Notwithstanding, some banking systems do not yet provide 
for this need. Thus Honduras has no mortgage credit bank 
and the two private commercial banks not only make no attempt 
to expand into the agricultural field but vigorously oppose 
any such development. Some high government officials also 
_ oppose it on the ground that such an institution would sooner 
or later end up by owning “most of Honduras.” Since 1934 
Honduras has collected a surtax on foreign exchange transac- 
tions with the intention of using these revenues to establish 
an agricultural mortgage bank. By the end of 1946 $361,000 
had been accumulated and held on deposit in United States 
banks. However, in view of the current opposition, both from 
private banks and government officials it is doubtful whether 
this capital sum will ever be used to found such an institution. 

Even where mortgage credit is available it does not always 
contribute to the establishment of the small farmer, but may 
be used to reinforce the financial power of the huge planta- 
tions. The case of El Salvador illustrates this point where 
the Banco Hipotecario showed the following size distribution 
of its 1,994 loans outstanding as of December 31, 1946: 


Size Number Loans Amount of Loans 
(as percentage (as percentage 
of total) of total) 
$ 0— 400 23% 1% 

401—_ 800 18 2 
801— 2,000 27 8 
2,001— 4,000 16 11 
4,001— 6,000 6 7 
6,001—10,000 4 8 
10,001—20,000 4 17 
20,001—40,000 1 8 
over 40,000 1 38 
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Although 68% of the loans were under $2,000 yet they ab- 
sorbed only 11% of the total credit outstanding. At the same 
time the 51 largest loans, all over $20,000, accounted for almost 
one-half of the bank’s resources. 

It may be concluded then that one objective of economic de- 
velopment should be the decentralization of credit resources. 
But merely setting up the machinery of branch banking does 
not necessarily assure decentralization. A national bank may 
have numerous well-distributed branches but if these branches 
have little or no autonomy and operate as mere agencies of the 
central office the mechanism of branch banking may exist but 
the decentralization of credit has not been achieved. 


B. Banking Legislation. Creating adequate channels for 
credit is only a portion of the institutional banking problem. 
Legislative provisions with respect to reserve requirements are 
another factor which may encourage or impede the path of de- 
velopment. Since these countries are largely agricultural, note 
issue is more important than deposits for the small farmers, 
many of whom do not have access to banking facilities. Reserve 


requirements on note issue by central banks range everywhere 
from zero in Nicaragua and Costa Rica, 30% in El Salva- 
dor, 50% in Honduras, to approximately 100% in Haiti under 
certain conditions. The result in the latter cases is a severe 
limitation upon the flexibility of credit which must be classified 
as an institutional factor since the restriction is rooted in 
legislation. 

It may be observed that two or three different banking 
theories are exemplified in the note issue requirements of the 
various countries. The original requirements that apply to Haiti 
and Honduras might be said to reflect the principles advocated 
by the late Professor Kemmerer. The situation dates from the 
period when Professor Kemmerer was the financial advisor to 
some Latin American countries and represents the view that 
stability of a country’s currency can best be insured by main- 
taining sizable reserves in gold or silver with little or no flexi- 
bility. A second theory exemplified in the case of Costa Rica 
and Nicaragua represents principles held by Hermann Max, 
a Chilean economist who served as financial advisor to both 
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countries. His recommendations for complete flexibility in 
the issue function of the central bank are opposed to those 
of Kemmerer. The degree of freedom permitted the central 
bank is surely a factor of importance vis-a-vis development; 
the Kemmerer position provides for stability rather than de- 
velopment whereas that of Max makes it possible to use the cen- 
tral bank’s powers most effectively in promoting development. 
A third relatively new theory is represented by the work of 
Robert Triffin and David Grove in the banking laws of Guate- 
mala. In this case the reserve requirement varies with the 
maturity of the bank’s exchange obligations; thus obligations 
under thirty days require 100% reserve, from 30 days to one 
year, 75%, from one year to three years the reserve is 50%, 
and all obligations over three years require a 25% reserve. This 
principle departs from the conservative Kemmerer position in 
that it requires no rigid reserves as an automatic check upon 
expansion. At the same time it departs from the Max theory 
by focusing attention upon the foreign trade position of the 
country. This is particularly suited to Central American coun- 
tries where economic welfare depends so much upon the bal- 
ance of payments. Requiring the central bank to hold reserves 
with a view to their anticipated foreign exchange obligations 
helps to stabilize the country’s exchange position. Thus if a 
large number of short term obligations must be met the central 
bank is required to anticipate its needs and accumulates re- 
serves in advance. At the same time complete flexibility is 
permitted in the expansion of the currency for domestic needs. 

In general it may be concluded that a flexible money supply 
is an important factor promoting economic development, while 
the older policy of requiring substantial and rigid reserves is 
a factor which may retard the development of the country. 


C. Agricultural Organization. Since agriculture is the prin- 
cipal economic activity in the Central American countries the 
organization of agriculture is an institutional factor of greatest 
importance. It might be assumed that a government agency, 
such as the Ministry of Agriculture, would occupy a strategic 
place in the structure of an agricultural economy and exercise 
considerable influence in the formulation and execution of poli- 
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cies for agricultural development. Actually, however, wide 
variations exist between the countries. 

Guatemala has a substantial Ministry and extensive field 
service with agricultural agents, field stations for live stock 
insemination, foresters and wild life agents in each of the 
twenty-two provinces. These field agents operating in the prov- 
inces provide an important channel for the introduction and 
demonstration of new techniques of production and for the 
direct distribution of relevant information to the farmers. 
Nicaragua also has a substantial Ministry of Agriculture in- 
cluding field representatives for animal husbandry and a staff 
of inspectors for the coffee crop. 


At the other extreme there is Honduras with no separate 
Ministry of Agriculture. Its function is relegated to the office 
of a single person known as the Director-General of Agricul- 
ture, but he has no staff either in the capital or in any of the 
seventeen provinces. In El Salvador a separate Ministry was 
just created in 1946 and no field organization has yet been 
established. Costa Rica has had its Ministry since 1940 but 
its budget has been so restricted that no funds have been 
available for a field service. An effective field service with 
trained technicians in the provinces is an institutional factor 
of great importance. Its absence is a factor retarding the rate 
of economic development, especially in agriculture where much 
needs to be done in educating the farmers away from ancient 
methods and instructing them in the use of newer techniques, 
tools, and fertilizers. 


There is a second institutional factor in agricultural organi- 
zation and that is the national institute. These institutes or 
producer associations are usually organized on a commodity 
basis with coffee growers in one institute, sugar planters in 
another, cattle raisers in a third, and so on. These organiza- 
tions may be classified as (1) official, when they are under 
the direct administration of a government ministry or appointed 
by the president or (2) quasi-official, when the operating budget 
is paid by the central government or (3) private, when there 
is no overt intervention or direct subsidy on the part of the 
government. Nonetheless, these private associations are often 
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powerful agents in the country with sizable operating budgets 
and exercise considerable influence in the enactments of regula- 
tory legislation for their particular interests. 

The type of institute varies with commodity and with coun- 
try. Thus the coffee producers’ association in Guatemala is offi- 
cial (Oficina Central del Café) while in El Salvador it is quasi- 
official (Asociacién Cafetalera de El] Salvador) and in Nicaragua 
it is private (Sociedad Cooperativa de Cafeteros de Nicaragua). 
A single country may have all three types of organization as 
in the case of El Salvador. There the sugar planters’ associa- 
tion is official (Comisién Nacional de Defensa de la Industria 
Azucarera), the cattle men are quasi-official (Asociacién de 
Ganaderos de El Salvador), and the cotton planters are private 
(Cooperativa Algodonera Salvadorena). 


These national institutes are sometimes brought into a re- 
gional organization that includes representatives from the vari- 
ous producing countries. Coffee is a conspicuous example where 
the Confederacion Cafetalera de Centro-Americana y Mexico 
performs such functions as standardizing grades and classifi- 
cations, coordinating sales promotion, and working on tariffs 
and freight costs. 


In countries with weak Ministries of Agriculture it often 
happens that the national institutes will assume some of the 
prerogatives of that office. Thus in Costa Rica the sugar plant- 
ers are organized into an institute (Junta de Proteccién a la 
Agricultura Cafiera) which fixes the volume for export allo- 
cates quotas among producers, regulates export contracts, fixes 
prices between sugar growers and sugar grinders as well as in 
domestic marketings both wholesale and retail. Again in the 
case of El Salvador the coffee institute (Asociacién Cafetalera de 
El Salvador) had a budget of $232,390 in 1947 while the entire 
Ministry of Agriculture and Industry, just established in 1946 
had $622,200 most of which was earmarked for the agricul- 
tural school and as capital expenditure for construction pur- 
poses rather than operating costs. At intervals in the past there 
have been controversies on agricultural policy between the in- 
stitute and the Ministry of Agriculture when the President 
would support the institute against his own minister. More- 
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over, this institute also extends its authority into the banking 
and credit system through its ownership of 27% of the central 
bank (Banco Central de Reserva de El Salvador) and about 
58% of the mortgage bank (Banco Hipotecario de El Salvador). 


The third institutional factor in agricultural organization 
is a relatively new one, that is the place of cooperatives in the 
national economy. Special legislation has been enacted in such 
countries as Guatemala in 1945, and Costa Rica in 1946, estab- 
lishing new departments to promote the creation and develop- 
ment of cooperatives. In some cases a cooperative may claim 
and receive special privileges such as tariff protection from 
foreign competition. Thus a cooperative in El Salvador (Co- 
operativa Henequenera Salvadorena) enjoys a virtual monop- 
oly in the growing of sisal and the manufacture of sisal bags 
used by coffee and sugar planters as a substitute for jute bags 
originally imported from India but now excluded by high tariff. 
In other instances, a cooperative may be placed under the man- 
agement of the central bank or a ministry of the government. 
This is the case in Guatemala and Costa Rica where large plan- 
tations have been expropriated from former German owners 
and set up as cooperatives. Finally new cooperatives may be 
established by private interests under the aegis of the national 
government as part of its development policy. In general, how- 
ever, these cooperatives are small and few in number. While 
the various governments point with enthusiasm to the “new” 
policy, not much has been done to implement the original legis- 
lation. 


Attention may be called to a new post war development in 
which former German properties were seized by the central 
government and organized as a collective farm or cooperative. 
The case of Guatemala is most interesting because of the large 
scale of the plantations, 216 in all, which the government “inter- 
vened” and operated under a special department of the Ministry 
of Agriculture, (Departamento de Fincas Intervenidas). These 
holdings account for 50% of the national sugar production, 33% 
of the coffee, and about 30% of the livestock. The present 
Guatemalan constitution forbids the sale of this expropriated 
land but provision can be made to lease these properties to 
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cooperatives or mixed groups for periods up to fifty years. There 
are indications, however, that some farms are now being re- 
turned to the original owners. 

One of these larger plantations, “La Blanca”, is being used 
for an experiment in collective farming. There are approxi- 
mately two hundred families engaged in the production of beans, 
cotton, corn, and cattle under a Council of Technical Directors 
appointed by the President. The Council in turn names the 
general manager and selects a Vigilance Committee from can- 
didates nominated by the two hundred families. The coopera- 
tive aspect of the collective farm is evidenced in the distribu- 
tion of the profits; 50% is divided among the two hundred 
families in proportion to wages earned, 40% is earmarked 
for improvements in the physical property, and the remaining 
10% goes to the central government. This is the only finca in 
Guatemala where this plan is being tried so it may be looked 
upon as a laboratory experiment. Government officials claim 
that this pattern of organization, if proven successful, may be 
extended to other intervened plantations. 


A similar project is to be found in Costa Rica where the 
central government is developing a cooperative on one of the 
largest sugar mill properties in the country (Victoria Ingenio) 
which was expropriated from German owners. It is under the 
supervision of a special cooperative department in the central 
bank (Banco Nacional de Costa Rica) which contributed the 
initial capital of $375,000. At the time of its organization in 
1944 there were only twenty members but at the end of the 
third year the number had increased to 532 members all of 
whom must either be sugar producers or laborers on sugar 
cane and adjacent coffee plantations. 

A fourth and final institutional factor in agricultural organi- 
zation is the facility provided by central banks through their 
agricultural departments. This is conspicous in Nicaragua and 
Costa Rica where the central banks perform a variety of serv- 
ices not usually associated with banking institutions. These 
agricultural departments carry out aggressive projects related 
to the economic development of the country and they have 
preempted certain functions normally performed by the Min- 
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istry of Agriculture. Weak or ineffective agricultural organi- 
zation at the cabinet level has created a sort of policy vacuum 
with respect to agricultural development. This vacuum is being 
filled, in part, by the national institutes noted above and in 
part by the aggressive programs of central bank managers. 
In Guatemala the government policy in agriculture is effectively 
channeled through the Ministry of Agriculture; in El Salvador 
it is the national institutes that have assumed much of the policy 
function; in Nicaragua and Costa Rica the central banks have 
taken the initiative, and Honduras which has no central bank, 
is marked by the complete absence of any development policy 
either by government ministries or by the fledgling national 
institutes. 


The Banco Nacional de Nicaragua has one of its three de- 
partments organized for the sole purpose of procuring supplies 
of agricultural tools and equipment from abroad and of export- 
ing some of the principal crops of the country. This depart- 
ment known as the Compania Mercantil de Ultramar (CMU) 
was originally a separate corporation but was consolidated as 
a department of the central bank in 1945. One of its important 
functions is to procure, largely in the United States, such com- 
modities as barbed wire, nails, fertilizer, insecticides, veterin- 
ary products, machetes, plows and cultivators, mowing machines, 
tractors, etc. Stocks of these goods are stored and sold as de- 
mand requires, giving priorities to the banks’ customers when 
these articles are in short supply. These transactions are usu- 
ally done at cost plus 5% for handling charges. A second func- 
tion of this department is the purchase and resale of crops, 
usually for export. In these undertakings the CMU does not 
speculate but makes its offers to local planters on the basis of 
firm quotations from abroad. In 1944-45, for example, ap- 
proximately one-third of Nicaragua’s entire coffee export went 
through this department. As a third non-banking function 
the central bank maintains two testing laboratories in gold and 
coffee for the purpose of standardizing and controlling the 
quality of these two commodities which account for 63% of 
Nicaragua’s total exports. 
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In Costa Rica the Banco Nacional also pursues an aggres- 
sive policy through its agricultural department. Unlike Nica- 
ragua it has not yet undertaken a program of procurement. It 
is now considering a plan to make spot studies of certain farms 
to ascertain their needs and to recommend to the farmer the 
type of mechanization, if any, which would be suitable for his 
purpose. Meanwhile the agricultural producers of the country, 
in default of any action by the Ministry of Agriculture, must 
depend upon their own initiative and on the facilities offered 
by private companies operating in Costa Rica. In view of 
the world-wide shortages of agricultural equipment, efforts 
on an individual basis would not be nearly as effective as cen- 
tralized procurement. The absence of such facilities is doubt- 
less one factor tending to retard the economic development of 
the country. 

Pending the inauguration of its procurement program the 
agricultural department of the Banco Nacional de Costa Rica 
has been buying agricultural machinery which it then rents 
out to the farmers. The bank also provides a man to operate 
any automatic machinery such as tractors or cultivators. The 
farmer then pays an hourly rental for the plowing or other 
service which he desires. This effort to provide mechanized 
service to farmers arises from the fact that few can afford to 
purchase their own equipment, or the scale of operation is too 
small to warrant the acquisition of automatic machinery. In 
brief, this service of the central bank attempts to introduce 
some degree of mechanization while avoiding the difficulties 
and opposition which would accompany a more elaborate pro- 
gram for economic development. 


D. Industrial Organization. The countries of Central Am- 
erica have been, and will doubtless continue to be, primarily 
agricultural. There is not the same nationalistic fervor for 
industrialization that has caught the public imagination in 
some of the larger countries to the south. It will be useful, 
however, to note the institutional framework within which 
mining and manufacturing enterprises have been established 
in the past. This institutional pattern may be described as 
“development by concession” a time-honored practice of at- 
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tracting capital and entrepreneurial skill by offering conces- 
sions and special inducements to those who can supply these 
scarce factors of production. It is a technique which has been 
employed throughout history in the opening of new colonial 
areas in North America as well as in Latin America, and a per- 
usal of the official “Gacetas” now being issued by the various 
governments reveals how widely the system is used today. 


The consequences of development by concession are as varied 
as the purposes to which this method has been adapted. While 
the system has been criticized it is generally acknowledged that 
it has assisted and encouraged development in many respects. 
Recent action in some of the countries indicates that the sys- 
tem is being scrutinized closely and that some of its restrictive 
features may be amended. A recent report from Guatemala, 
for example, states that a committee has been appointed by the 
Congress to investigate the legality of all contracts between 
the government and foreign countries. 


Development by concession appears most conspicuously in 


two fields: first, exploitation of national resources, such as forests 
and mines, usually for export, and second, the creation of manu- 
facturing industries for domestic consumption. In the field of 
agriculture as already noted, producers of principal crops have 
organized themselves into institutes to represent their collec- 
tive interests before the government. No such organization is 
required by concessionaires since their position is already se- 
cured by contract with the government promulgated by the 
executive or the Congress as the law of the land. The banana 
is one exception to this general pattern of no concessions in 
agriculture. The United Fruit Company owns and operates 
huge plantations for its own account while, at the same time, 
it has created a monopsony as a single buyer of bananas con- 
tracting with thousands of individual producers for their crop. 
In general, however, industry, mining, and forestry are de- 
veloped by concessions while agriculture is organized by na- 
tional institutes. 

The economic effects of development by concession are both 
positive and negative. On the positive side there is the fore- 
most fact that capital is ferthcoming which, without the pro- 
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tecting “umbrella” of a concession, would probably not be in- 
vested. In the past, these guarantees have been just as neces- 
sary to induce domestic as well as foreign capital to be in- 
vested. A second advantage is the introduction of managerial 
skill and technical personnel to direct operations, because scar- 
city of such skills is a bottle-neck in any programme for econ- 
omic development. This consideration is naturally less decisive 
when concessions are made to domestic entrepreneurs. A third 
positive factor is the amount of employment which an incre- 
ment of investment creates in these countries. The concession 
usually stipulates that a high proportion, 75 per cent to 85 per 
cent, of the employees must be citizens of the country. 


On the negative side, there is the loss of revenue to the gov- 
erment when long-term exemptions are granted for import 
duties. This is particularly burdensome in countries with small 
budgets which rely on import and export duties for the bulk of 
their income. The Ministry of Finance in Nicaragua measures 
the government’s contribution to economic development by the 
amounts forfeited in such tax revenues. Assuming that govern- 
ment services will continue and perhaps expand, this provision 
means that the tax burden will be shifted to the public through 
excise and consumption taxes, which, together with the import 
and export duties, provide 70 to 80 per cent of government 
revenues. 

A second negative factor arises from the exclusive or 
monopoly rights which are often conveyed to the concession- 
aire. Thus, a textile mill may be the only one constructed so 
in setting prices on finished goods the manufacturer need not 
compete with the output of other domestic mills. To be sure, 
the economic reason for granting exclusive rights is the thin- 
ness of the domestic market for some commodities. Thus, a 
small country may be able to support one cement plant but not 
two. Nevertheless, this tendency to prevent competition may 
be considered a negative factor. Another frequent method of 
operation is to shelter the newly established industry by tariff 
protection. Just as the exclusive rights clause effectively blocks 
domestic competition, so tariff protection as surely removes the 
possibility of competition from foreign producers. This is prob- 
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ably a necessary move but it can be qualified by including provi- 
sions, as some countries do, to safeguard quality and prices. 
Thus the concessionaire agrees that quality will be no lower 
and prices no higher than on comparable articles if they were 
imported. Since these articles are effectively excluded the 
comparison is largely a hypothetical one. 


Still another negative factor arises out of the provision 
that raw materials and accessories may be imported duty free. 
The inclusion of fuels, oil, and lubricants in this group often 
opens the way to very large tax free imports for all subsidiary 
activities of the concessionaire. The definition of such materials 
and supplies is usually very broad, and if the largest enterprises 
do not buy their needs from domestic sources there is no incen- 
tive to develop such supply lines. This factor thus contributes 
to the very thinness of the domestic market that is put forth as 
a reason for granting concessions in the first place. 


Economic and Technical Factors: A. Methods of Production. 
To the extent that the Central American economy will continue 


to be oriented towards agriculture the ambitious programs now 
promulgated by these governments for social welfare and in- 
creased standards of living must wait upon increases in agri- 
cultural productivity. This increase depends to a large extent 
upon mechanization and the introduction of new methods of 
production. 


The chronic scarcity of labor, both of unskilled labor and of 
technicians, is a common condition in the under-developed coun- 
tries. It can be alleviated in part by the increased use of capi- 
tal equipment and tools. But the needed types of equipment 
must not be confused with the complex and automatic machin- 
ery that is usually associated with farm mechanization in an 
advanced economy like the United States. In many cases the 
urgent need is for the simplest tools such as machetes, hoes, 
and plows. In economies where the digging stick, a primitive 
instrument used to scratch the soil, is still in use, the term 
“mechanization” should refer to the introduction of agricultural 
hand tools rather than complicated pieces of machinery. In 
the summer of 1947, for example, the small farmers in Guate- 
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mala were threatened with a substantial loss in their corn crop 
because of the lack of hoes for cultivation. 

But the acquisition of tools and implements is of no avail 
if nothing is done about another long-range economic problem. 
This is the gradual exhaustion of the soil which is occurring 
in many areas as a consequence of intensive cultivation and lack 
of crop rotation. Programs for the procurement and distribu- 
tion of fertilizer while not as dramatic as buying tractors are 
nonetheless of paramount importance in any attempt to raise 
the level of agricultural productivity. Still another problem 
must be raised in discussions of mechanization or fertilizer 
and that is the necessity of educating the Indians in the use 
of these techniques. Traditional methods of cultivating the 
soil have been followed by the indigenous population for so 
many centuries that Ministries of Agriculture encounter indif- 
ference if not real opposition to the introduction of any inno- 
vation. 


Guatemala undertook a small but positive program in deal- 
ing with this problem when the Ministry of Agriculture im- 


ported quantities of phosphates and nitrates from Chile in 
1946 which were then resold in small quantities to many farm- 
ers in the different provinces of the country. This resale was 
at cost or in some cases even below cost and the Ministry ar- 
ranged credit terms so that farmers could defer payments until 
after their harvests. But imported fertilizer is expensive and 
the quantities required are staggering for any countrywide 
program. For good results, wheat, for example, requires 325 
to 385 pounds per manzana (1.7 acres) ; corn takes 450 to 550 
pounds per manzana; coffee absorbs 4 to 8 ounces per tree which 
should be applied two or three times a month for 60 to 90 days. 

To meet this problem El Salvador and Honduras have been 
experimenting with new and inexpensive techniques which 
tequire no imports of fertilizer and consequently economize 
their foreign exchange reserves. In El Salvador organic fer- 
tilizer is being processed from waste products such as garbage 
and slaughterhouse refuse. The method is easy because it 
requires little or no capital equipment, raw materials are vir- 
tually free and abundant in the towns and cities, and the only 
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major cost of production is a certain amount of manual labor. 
Moreover, the process can be decentralized by organizing a 
large number of local plants throughout the country wherever 
an adequate supply of organic waste is available. One difficulty 
in the process is that this type of compost takes four or five 
years to show results whereas the chemical fertilizers now being 
imported show immediate results within a single crop year. 
The problem is thus one of educating farmers and planters 
to the advantage and ultimately the lower costs of the organic 
process. 

Still another alternative, especially in the coffee producing 
areas, is the utilization of the pulp removed from the coffee 
beans in an early stage of processing them for export. This is 
a substantial by-product for 525 pounds of coffee cherries 
yield 100 pounds of coffee beans after processing, the remainder 
being pulp. This material, after a suitable period of fermen- 
tation with little or no cost aside from manual labor, makes 
admirable fertilizer. In Honduras a project is under way to 
localize this process by manufacturing small machines known 
as “pulperos.” They can then be sold to the thousands of small 
coffee growers that are not easily accesible to the five principal 
coffee beneficios in Honduras. Moreover, the removal of the 
pulp reduces the total weight by about 80% with a consequent 
saving in transportation cost to the coffee grower. 

To return to the question of mechanization, the immediate 
solution of many difficulties would be the provision of tools and 
agricultural implements. But there are also some areas in 
which extensive mechanization with automatic machinery can 
be introduced. The topography of the country sometimes offers 
a major obstacle to the use of machinery as in the case of coffee 
plantations situated on the slopes of hills and mountains. 

The principal argument to be advanced in favor of using 
automatic machinery is the scarcity of the labor supply. In the 
cultivation and harvesting of such a crop as sugar cane it is 
possible that tractors would alleviate the chronic labor shortage 
which restricts operations on large plantations. On the other 
hand, the grinding capacity of existing sugar mills often sets 
a sharp limit to the extension of mechanical harvesting. In El 
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Salvador, for example, the normal harvest period covers about 
five months. The cane is ripe for maximum yield in January 
but because of the limited grinding capacity it is necessary to 
begin harvesting in December before the crop has fully ma- 
tured. With the mills as the limiting factor it is difficult to 
see how harvesting with automatic machinery would help. It 
would shorten the harvest period but the mills would be unable 
to accommodate the same load in the shorter period. 


Moreover, as a matter of money cost, the ancient oxcart 
with local manual labor is still cheaper than machinery. On 
some of the larger plantations in El Salvador cultivation and 
plowing may be done by machinery but harvesting is still done 
manually using oxcart transportation from the cutting areas 
to the sugar mill. An oxcart with a useful life of two years 
costs about $40 while the two oxen required to draw the cart 
cost about $52 each, and they last from four to five years. At 
the end of that time they are fattened and sold to the local 
slaughterhouse. Thus the net cost of an ox for four or five years 
is a relatively small item. In contrast there is the high cost 
of machinery from the United States. At present a diesel 
tractor of 35 horsepower costs about $4,800 though smaller 
tractors of about 20 horse-power cost approximately $2,400 and 
they are more adapted to lighter work. In addition to the 
initial capital outlay there is also the high cost of operation 
and maintenance. Gasoline alone costs 52 cents per gallon of 
which about 32 cents represents government tax. 

Still other obstacles exist to the introduction of machinery. 
One of these problems is the procurement of spare parts for 
machines from the United States in these days of short sup- 
plies. Again the scarcity of technicians to operate and main- 
tain the automatic machinery is a tremendous limitation. An 
eloquent example of this situation is provided by Panama where 
most of the rice harvesting is done by machinery. It was re- 
ported a year ago that approximately 40% of the rice crop 
was lost simply because there were no technicians available to 
adjust the mowing machines as needed. Yet rice is a staple 
food crop and this wastage required large imports from other 
countries to eke out domestic requirements. 
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B. Banking Operations. In an earlier section the institu- 
tional aspects of the banking structure were examined and it 
now remains to make a few brief observations on the operation 
of the system. This operational aspect is an economic factor 
affecting development for regardless of how well the system is 
set up, or credit resources decentralized, an inefficient utiliza- 
tion or under-employment of the resources may completely neu- 
tralize the favorable institutional factor. It is not feasible in 
the space of a single article to examine the efficiency of the sys- 
tems in each of the countries but some overall estimates may 
be attempted. To measure their performance an index of 
utilization may be set up which is the ratio of total loans out- 
standing to total loanable resources of all banks including 
central, mortgage, and commercial. 


The table below contains the relevant data in summary form. 
The column “Total Resources” includes (1) capital and reserves 
of all banks, (2) deposits, both demand and time,? (3) bonds 
and cédulas issued by mortgage banks which increase their 
supply of loanable funds, (4) rediscounts by the central bank. 


The column “Total Loans” excludes loans to banks by the central 
bank since these are already included as rediscounts on the sup- 
ply side of the credit market. 


2 There is an internal discrepancy here for some bank statements include 
government deposits and others do not. It is believed, however, that the 
data convey a fair impression of the magnitudes involved which would not 
be substantially altered by making these adjustments. 
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UTILIZATION OF BANKING RESOURCES 
(Millions of U. S. dollars) 


Total Total Ratio of 
Resources Loans Utilization 
Guatemala: 
31 December 1939... ss $20.2 $15.0 74% 
31 December 1945... 36.7 16.3 44 
31 December 1946... 37.5 18.7 50 


Salvador: 
Average 1939 __........... ~ Fat 8.6 61 
Average 1946 _............... 31.7 13.0 41 
Average 1946 32.9 15.1 46 


Honduras: 
ae ae... ES 4.3 28 


Nicaragua: 
31 December 1941... 7.9 6.1 77 
31 December 1945 sein 13.2 79 
31 December 1946... 13.5 75 


Costa Rica: 
31 December 1939. 74 
31 December 1945... 25.3 71 
31 December 1946... 29.1 74 


Panama: 
31 December 1939... 9.3 63 
31 December 1945... 12.8 16 
Haiti: 
30 September 1940... ’ 0.9 21 
30 September 1945 ; . 1.3 13 
30 September 1946... . 0.9 13 


Wide differences in utilization evidently exist between coun- 
tries while within a single country there have been substantial 
shifts during the war period. This index is admittedly a crude 
measure but at least it can serve as a first approximation to 
the effectiveness of the various banking systems. A number of 
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factors may be operating to produce the wide range of per- 
formance: first, limited demand for loans because of high inter- 
est rates; second, a lack of decentralized facilities with the 
result that credit is not available where needed; third, restric- 
tive reserve ratios established by legislation or imposed by 
banking management in the interest of conservative operation; 
fourth, the existence of foreign companies that have access to 
other sources of credit in their agricultural or mining activities; 
fifth, post-war shortages of supplies and equipment which may 
have curtailed imports and consequently limited the demands 
upon the banking system. 


C. Other Economic and Technical Factors. There are nu- 
merous factors affecting development besides those discussed 
above. Some of them, such as the construction of grain ele- 
vators and warehouses, are projects suited to early action 
while others, such as development of electric power sites, irri- 
gation and water supply, soil erosion and forestry, are longer 
range problems that small countries cannot easily undertake 
without careful weighing of the opportunity costs. In some 
cases the larger and more grandiose the project the less willing 
is the country to count the opportunity cost or the alternatives 
open to it in investing its limited resources. 


In Guatemala, for example, a huge irrigation project was 
studied about twenty years ago by a firm of American engineers 
who outlined the technical considerations and the various types 
of development that might be expectedto follow from this 
undertaking. The question has recently come up again and 
legislation has been introduced into the Congress to authorize 
the government to begin acquiring land. The total cost of the 
entire project is estimated at $4 or $5 million. Meanwhile 
there is a difference of opinion among government officials for 
some believe that a small economy like Guatemala would be 
overambitious in trying to carry out such a grandiose project, 
while others feel the government should take a longer point 
of view and start definite work on irrigation problems. 


While the report of the engineering firm doubtless estab- 
lished the feasibility of the project from the technical point of 
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view, there has been little discussion of the economics of the 
situation which is essentially a matter of choosing between al- 
ternatives. In other words even if the government were finan- 
cially able to invest $5 million at this time should the invest- 
ment be made in one huge irrigation project or would the total 
productivity of the country be increased still more by investing 
this sum in other directions? Thus an investment of $5 million 
in mechanization of agriculture or in provision of low cost 
agricultural credit or in construction of penetration roads into 
the interior, might well raise the physical productivity as much 
if not more than this single project. Furthermore, a large 
capital investment of this magnitude would have a definite infla- 
tionary effect since it would require the employment of a large 
number of men and materials without an increase in the imme- 
diate supply of consumer goods in the country. The purchas- 
ing power in the hands of the consumers would be increased very 
substantially but it would be a matter of months and perhaps 
years before the new project would show any results in the 
physical productivity of the country. 


One of the more practical projects now being undertaken 
in some countries is the construction of grain elevators and 
warehouses for bulk commodities. The principal food crops of 
the Central American countries are beans, rice, and corn but 
dependence upon such crops that are harvested in a particular 
season results in substantial price fluctuations between crop 
periods. In order to minimize these fluctuations it is intended 
to use these elevators to store surplus crops from one season 
to the next and to provide for more orderly marketing during 
the crop year itself. Any program which minimizes price 
fluctuation also tends to raise the real wages of the population 
and the standards of living for the whole country. The pro- 
ducers will be able to hold their crops in times of glutted mark- 
ets and so assure themselves a more uniform price through the 
entire year. At the same time, the consuming groups may not 
enjoy the very low prices that prevail directly after a harvest 
but then neither will they be forced subsequently to pay the 
higher prices that obtain in the urban centers when the physical 
supply begins to diminish. 
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In El Salvador the Ministry of Economics is undertaking 
the construction of such elevators to be located in different 
parts of the country. In the case of Nicaragua and Costa Rica 
the central banks have again taken the initiative and are con- 
structing and will eventually operate grain elevators and ware- 
house facilities for the storage of grain in bags. As an indi- 
cation of the great need for such facilities the Banco Nacional 
de Costa Rica estimates that its initial investment of approxi- 
mately $300,000 will be amortized in three to five years. It 
would seem, therefore, that the provision of such facilities will 
materially assist in stabilizing grain prices for years to come 
and as such may be considered an important factor promoting 
the economic development of the country. 

D. Policy. A useful device to discover the importance which 
the countries attribute to the whole question of economic de- 
velopment is a comparison of national government budgets. It 
may be presumed that a government will allocate its limited tax 
resources to those ministries and agencies which it considers of 
greatest importance. In the table below an aggregate figure is 


given for a recent year together with a breakdown by Ministry 
showing the percentage of the total budget which it receives. 


GOVERNMENT BUDGET EXPENDITURES BY MINISTRY 
(Millions of U. S. dollars) 
El Costa 
Guatemala Salvador Honduras Nicaragua Rica 
1946 1947 1945-46 1946-47 1947 
Total budget $18.3 $ 8.3 $13.2 $14.2 
Ministry (per cent 
of total) 
Agriculture 39 I aN 1.8% 
Agriculture and 
industry St 
National economy 
Labour - 
Communications and 
public works 
Finance 
Public Credit 
Health and social 
assistance 
i 
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Education —_........__.. - 432 12.3 4.1 9.2 19.9 
Other departments! _._.. 20.2 27.4 16.5 22.2 25.5 


100.0% 100.0% 100.0% 100.0% 100.0% 


The results are rather interesting in view of the requests 
which some of these governments have been making for outside 
assistance in formulating and implementing programs of eco- 
nomic development. It is a common practice to organize Min- 
istries of National Economy, National Economic Councils, Pro- 
duction Councils, or Agricultural Development Companies and 
other elaborate agencies. The increase in such mechanisms 
along with much legislation for industrial development conveys 
the impression that economic development is being taken seri- 
ously. However, many of these agencies exist only on paper, 
or with infinitesimal budgets, while the real resources are di- 
verted to other objectives. 

Communications and public works clearly bulk large in the 
budgets of the countries although most of this outlay is ear- 
marked for the construction of roads and bridges. The amount 
allocated to the Ministries of Finance is largely a payment of 
contractual obligations in the debt service. With the exception 
of Guatemala, agriculture is conspicuous for its small budgets; 
under these circumstances it is easy to understand how the cen- 
tral banks of Nicaragua and Costa Rica moved into the field 
in default of action by the government. Education implies the 
training of agricultural and other technical skills, the scarcity 
of which is one of the great bottlenecks faced by these coun- 
tries in their economic development. Yet the educational and 
training budget is negligible in some countries. 

It seems reasonable to conclude, therefore, that much can 
be done by the several countries in adjusting their internal eco- 
nomic policies to meet the needs of economic development. Too 
often this problem is couched in terms of who provides the capi- 
tal and the enormous amounts needed. Little or no attention is 
directed to the alternative courses by which a country can pro- 
mote rather than retard its own economic development. 


1 The category “Other departments” includes the legislature, presiden- 
tial office, judiciary and other ministries. 





7. Henequen Episode in 
Yucatan 


By , a ew 


Henequen has been popularly known as the ‘‘Green Gold” of 
Yucatan, principally because of the streams of wealth it has 
poured onto the peninsula. The industry which grew up around 
cultivation, processing, and sale of fibers from the agaves col- 
lectively called henequen plants did for Yucatan what most 
people in the first half of the nineteenth century had expected 
would be the consequence of raising sugar. Henequen provided 


a source of wealth and employment that at first supplemented, 
then replaced colonial economic activities. 

The henequen industry as a going commercial concern de- 
veloped after Independence, but for reasons mentioned below, 
did not reach as high a point of maturity by the opening of 
the Caste War as did its companion crop, sugar. In the genera- 
tion from 1830 to 1860, however, the broad foundations for its 
later rapid rise were laid, and the emergence of henequen from 
the dreams of colonial writers to living reality was a significant 
part of the Yucatecan scene from 1830 to 1847. To henequen 
was reserved the role of an economic shock absorber after the 
War of the Castes. 

Unlike sugar cane, which was an imported plant, the cactus- 
like agaves that took the name “henequén” were indigenous. 
The long fibers extracted from their leaves were known and 
used by Maya before the Conquest, especially for cordage, but 
unlike some other groups in Middle America, clothing made 


* Dr. Cline is assistant professor of history at Yale University. 
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from henequen receives small mention in records of the Yucatec 
Maya. Seemingly no organized attempt on the part of Spanish 
colonials was made to exploit henequen commercially until after 
Bourbons came to the throne in 1700. After the latter half of 
the eighteenth century a number of writers called attention to | 
the possibilities which henequen cultivation might offer. 

The report of Valera and de Corres in 1766 was as opti- 
mistic about the royal benefits which could be derived from 
henequen and other Yucatecan fibres as it was about other local 
commodities that might strengthen the Spanish imperial eco- 
nomic system. They enumerated the several uses of fibres, 
which were used in the manufacture of mosquito nets, bagging, 
but more especially ship’s cables that were superior to those 
of Holland. Their praises were echoed in 1783 by a Yucatecan 
marine official who foresaw that the manufacture of bagging, 
cables, and rigging from henequen would not only help the 
Spanish Navy, but would enrich Yucatan. On the wealth thus 
derived the Yucatecan peninsula would then be able to erect 
and support “those enlightened academies, those brilliant uni- 


versities, those handsome establishments that today form the 
most admirable aspect of the progress of the European arts 
and sciences.” 


In the dying days of the colonial regime (during the early 
nineteenth century) a similar view was expressed about the 
utility and future of henequen. Writing in 1814, a political 
economist called for group action to foster its expansion, as well 
as to improve the methods of cultivation, and to control prices; 
he asked that a special group be given responsibility for these 
things, as well as to offer premiums for improvements and the 
extension of cultivation. Pointing out that such an industry 
as he envisaged would gainfully employ the native population 
and thus spread the benefits of prosperity through the whole 
social structure, he flatly stated that compared to henequen 
“there is no mine of gold and silver of similar utility, because 
its benefits diffuse to all the infinite number of hands which 
it can integrate as labor. 


Although consistently hopes for the future of henequen as 
a commodity had appeared through the late colonial regime, 
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and though the Spanish Crown took no adverse action against 
its cultivation (as it did for sugar), actual establishment of 
a significant commerce occurred only after separation of Yuca- 
tan from Spain. In 1783, there were no cord-lofts or other 
permanent installations to process the fibers, and the henequen 
which was produced was extracted by traditional and primitive 
hand methods; hand scrapers known as toncos or pacché were 
the instruments employed. 


Apparently in 1828 came the first move to put the industry 
on a less casual basis than heretofore. In April, the state gov- 
ernment became officially enthused over the potentialities of 
henequen. The legislature ordered that each citizen cultivate 
at least ten henequen plants a year in his private patio, and 
that municipal authorities and the repiblicas de indigenas ar- 
range to have all empty houselots in communities, as well as 
the public lands thereabouts, covered with agaves. 


Despite the fact that this legislative fiat did not create an 
industry, it seems clear that the desire to foster henequen had 
reached a point where actual plans were laid for its commercial 
exploitation; the realm of talk had given way to action. From 
that time, in 1828, to about 1854 (a year after the nominal 
close of the Caste War), was an important pioneering epoch. 
The next two decades built on this foundation by improving 
methods and techniques of cultivation, production, and market- 
ing. The consequence was that when widespread use of the Mc- 
Cormick reaper demanded almost unlimited quantities of binder- 
twine made from henequen, Yucatan was ready and able to 
produce it, on a monopolistic basis. The history of henequen 
after about 1880 is rather well-known and more appropriately 
is part of the general economic history of Mexico. The evolu- 
tion of the local industry to 1860 is less well publicized. 

As may readily be inferred from the foregoing, the hene- 
quen industry which grew after the first third of the nineteenth 
century was based on the commercial cultivation of agaves, the 
processing of their leaves to extract natural fibers, and the sale 
of fibers in a raw or manufactured state. Some natural ele- 
ments conditioned the developments, due to the peculiar nature 
of the agaves. Although even to date botanists have not ex- 
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tensively studied and described the taxonomy of Yucatecan 
agaves, for purposes here, their characteristics are sufficiently 
known. 


Several varieties of these Amaryllidaceae have come under 
commercial growth, the most common being henequén blanco 
or sacqui (agave fourcroydes, Lem). A writer in 1845 called 
the agaves an item “which constitutes our truly grand and pe- 
culiar agricultural and industrial treasure.” A green variety 
known commonly as yaxqui or babqui was grown especially in 
the eastern part of Yucatan for use in hammocks, while a num- 
ber of sylvestrian types had other particular, usually local, uses. 


Two peculiarities of these agaves helped shape the form 
which industry based on them eventually took. One is that 
the semi-arid limestone area around Merida, eastward perhaps 
to Chichen, southward to Ticul and Yaxcaba, west and north 
to the edge of the coastal swamps, provided the optimum con- 
ditions of moisture and soils for henequen, and these conditions 
did not particularly favor other products. Henequen did not 
compete with maize for land and water. A second important 
consideration is that a considerable lag of time intervenes be- 
tween original planting and the first harvest of leaves which 
will produce significant amounts of fiber. This period may 
range from five to eight years, depending on the variety of 
plant, and the point at which an entrepreneur considers the re- 
turn for first cutting a profitable one. One plant has a usual 
life-span of about twenty years; the first five, at a minimum, 
are unproductive while it grows to maturity, the next ten are 
the best productive years of highest yield, then a decline in yield 
sets in during the last quarter. 

Starting from scratch, a henequen grower thus is forced 
to invest without return for five years considerable sums for 
labor, in addition to the original cost of the land and equipment. 
At the end of the twentieth year, virtually the whole enterprise 
has to be abandoned and renewed elsewhere. Although at vari- 
ous points in its life the henequen industry spread over the 
whole northern half of the peninsula—to the degree that for 
awhile it nearly smothered maize—it has generally been cent- 
ered in the northwest quadrant, in a zone now well recognized 
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as “the henequen zone,” comparable for the most part with 
“Old Colonial” as used in these pages. 

The requirements and characteristics of the henequen in- 
austry when fully developed were much the same as those 
displayed in its beginnings. It was a large-scale, hacienda 
product which required a substantial primary capital invest- 
ment, far beyond the means of native agricultural Maya. Before 
an American Senate committee in 1916, Yucatecan henequen 
growers agreed among themselves that an initial minimum 
outlay of over 130,000 dollars was needed to set up an average- 
sized hacienda and operate it for the period before any salable 
product was obtained; about half this went for productive 
equipment, exclusive of land. 

Henequen fiber has been almost exclusively an export crop 
aimed at non-Mexican markets, tied into the international fi- 
nancial structure and market. External transportation from 
the peninsula to markets has been in non-Yucatecan hands, but 
nearly all of the internal elements affecting production—includ- 
ing transportation to port of debarkation—remained in Yuca- 
tecan control. Yucatecans reacted with characteristic fervor 
(reminiscent of the eighteenth century salt merchants) when 
in 1856 a Frenchman sought to achieve an official monopoly, 
with the “exclusive privilege, for a period of thirty years, to 
cultivate, process, and export textile plants and filaments of 
the land.” Unanimous opposition killed the request, despite the 
backing José Limantour gave it; local control of henequen pro- 
duction is still a noteworthy feature. 

Production of fiber for export involves cultivation of the 
plants, then the separation of the mature leaves to extract the 
filaments. The first phase is not as susceptible to technological 
improvement as the second. From the outset both were per- 
formed on a single hacienda, the basic productive unit. After 
a field is cleaned and first planted, the chief labor cost comes 
from keeping it weeded and clean and from cost of cutting ma- 
ture leaves from the growing plant and bunching them for 
carrying to the point of rasping. A stable, year-round labor 
force is needed. In earlier times the number of hands needed 
to clean the bunches of leaves, pencas, was much greater than 
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that required for cultivation. The complex henequen establish- 
ment of modern times tends in many respects to resemble a 
rural factory rather than the leisurely subsistence estate which 
the term “hacienda” usually implies. 


The proto-type of the latter day henequen finca made its 
appearance in Yucatan in September 1830. A group of Yuca- 
tecans banded together and formed a corporation, perhaps the 
first such modern institution of Yucatan, whose object was 
to promote, perfect, and increase the cultivation of henequen, 
and to aid its manufacture and use. Thirty shares of paid-up 
capital provided 7,500 pesos to these ends. One of the first steps 
the corporation took was to purchase the Hacienda Chaczikin, 
on which a field of commercial henequen was planted. The cost 
of the hacienda was 838.37 pesos, and the more or less experi- 
mental plot was 800 mecates, about 80 acres. 


Probably the more usual course, rather than outright pur- 
chase of an hacienda for the sole purpose of cultivating hene- 
quen, was gradual transformation of a cattle-maize establish- 
ment by adding the new crop. Gerdnimo Castillo described a 
typical Old Colonial hacienda, and included as one of its charac- 
teristics in the 1840’s “an immense henequenal [area for hene- 
quen], whose limits were lost on the horizon, and observed with 
wrinkled brow under the shade, at the level of the highest 
leaves, it seemed to be an immense bay populated by craft 
whose masts were the upright and flowing stalks which old 
and discarded plants bear.” 

The Hacienda Yaxcopil illustrates the process of transfor- 
mation; it became one of the largest producers of henequen. 
Dr. Ignacio Vado purchased it at auction in 1846; no henequen 
was grown on it then. When in 1864 the place again changed 
hands, the hacienda included a little over 240 acres of henequen, 
valued at 4,868.75 pesos, and had been producing fiber since 
1852 (which implies that Vado planted it soon after purchase). 
Eventually, after 1864, more than 5,000 acres of henequen were 
sowed. 

Calculations of 1846 were based on the practice of planting 
81 agaves to each mecate of land, and on the assumption that 
from each mature plant could be cut 75 leaves a year. An ar- 
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roba of salable fiber required about 475 such leaves. Each me- 
cate, at this rate, would yield 6,075 leaves, equivalent after 
processing to nearly 13 arrobas of fiber. In 1861, only 64 
stalks were planted to the mecate, each stalk being expected to 
produce only 25 bunches, or 1,600 to a mecate. An arroba of 
useful fiber was thought to require 500 leaves. Thus at the 
later date a mecate was believed to give only a little more than 
3 arrobas per mecate. Why the discrepancy is so great between 
the earlier and the later estimates seems inexplicable; in each 
case contemporaries agreed on the basic correctness of the fig- 
ures for 1846 and for 1861. They are, however, in agreement 
that nearly 500 leaves had to be processed to produce a pound 
of fiber. 

Wages for cultivation remained somewhat static. On the 
first plantation of 1830, the corporate owners of Chaczikin paid 
a real per mecate for each weeding, a process required twice 
a year; the same scale was in effect in 1861. By 1916, the pay 
had quadrupled. In 1830, cutting the mature leaves cost 1.00 to 
1.25 pesos a thousand; no comparable figures for 1861 were 
given, but it seems that by 1846 cutters had been raised to 
a permanent salaried status, with a salary of four pesos a 
month and maize. Then to cut the product of 142 mecates, 2 
men were needed; for salaries and maize amounting to about 
100 pesos, they chopped more than 8,500 thousand leaves, which 
made the cost per thousand negligible. In 1916 the price per 
thousand leaves for cutting was 2.00 pesos, and represented 
about 16% of operational cost per mecate. From its begin- 
nings to the present, the planting, cleaning, and cutting of 
henequen fields has been a hand-job, capable of but small 
improvements. 


Expansion of cultivation, however, was not limited by ele- 
ments of cultivation, provided that an adequate labor supply 
could be recruited. The land on which henequen grew best 
produced crops of no higher value, and was relatively extensive. 
The Caste War helped solve the early labor problem; driven 
back from the east and south, Maya and mestizos in many cases 
were more than willing to seek shelter and livelihood in the 
north and west. In the years before the Caste War, chief bar- 
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i riers to expanded production of fiber were lack of labor, capital 


er and technical difficulties of processing raw leaves into salable 
54 fibers. With each pound of fiber needing about 500 leaves, a 
to ton (short) demanded the scraping and rasping of a million 
of —an arduous and inefficient task by hand. 
he Almost simultaneously with the founding of the first com- 
an mercial henequen plantation in 1830 came renewed efforts to 
on improve rasping methods. These aimed at substituting mech- 
ch anization for the traditional toncos. The society which pur- 
g- chased Chaczikin had as one of its objects the perfection of 
nt machines that would permit an almost unlimited increase of 
id henequen cultivation. In fact, the hope of acquiring such a 
device may have been the reason for formation of the original 
he corporation; a month before its formal and legal inauguration 
id in September 1830, the group which later became its share- 
ce holders was granted a ten-year monopoly for exclusive use of 
ry a rasping machine invented by a Mr. Freeman Graham, with 
to | whom they had signed a contract. Little or nothing was sub- 
re | sequently heard of that machine, and the numerous efforts from 
to | 1833 onward to near the end of the century to invent and im- 
a | prove rasping machinery is presumptive evidence that Graham’s 
9 | apparatus did not fulfill all the optimistic hopes for it. 
ut ss Like many activities which became important after inde- 
th pendence, a forerunner in the late colonial period preceded the 
er intensive work following 1830. There seems to be no continuity 
od between the attempts of a cleric in 1783 to create a rasping 
n- machine (by use of a carriage wheel with attached knives) 
of and the later inventions. The first Yucatecan patent was 
1] granted to an American, in 1833, Henry Perrine. He was then 
the consul at Campeche and as enthusiastic about the future 
e- of henequen as any Yucatecan. Through his efforts, agaves 
ly were introduced into Florida, but failed to produce the hene- 
st quen he had expected. His machine of 1833 proved too cumber- 
. some in some ways, too delicate in others for use by native 
n labor. 
aS In the first phase of technological search, foreigners took 
1e the lead. After the inadequacies of Perrine’s apparatus became 


r- increasingly apparent, in 1840, the next who tried his hand 
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at solving the basic problems was a Swiss or German, Fernando 
Salisch. Congress voted him a premium of 2,000 pesos if he 
could demonstrate to the Junta de Fomento of Merida that his 
machine would fulfill his claims for it, but like that of Perrine, 
it too failed to provide the answer—a mechanism simple enough 
to be operated by native labor, which would cut and rasp the 
peculiarly shaped agave leaves. The premium was apparently 
left as a standing offer, and the next aspirants were a pair 
from New York, James K. Hitchcock (an entrepreneur) and 
E. S. Scripture (an engineer). It will be remembered that they 
invented and tried to sell a new system for raising water from 
Yucatecan wells. In early November 1846 they briefly set forth 
the virtues of a machine that would rasp a leaf a minute; one 
motor run by mule power would operate a battery of raspers, 
and at the same time draw water. 

The New Yorkers soon enthusiastically explained the ma- 
terial advantages of their invention. Their figures showed that 
by employing a motor which moved six raspers, a grower could 
expect to clear four hundred pesos yearly on a 142 mecate field, 
or 1,400 pesos on one of 500 mecates. A Yucatecan said that 
the idea of using machinery for rasping was not a new one, and 
that several had been failures in tests; he asked that the Hitch- 
cock machine be given a public demonstration. The apparatus 
did rasp, but so imperfectly that it destroyed a portion of the 
fiber; moreover, its operation and maintenance were thought 
impossible, as the complicated mechanism could neither be op- 
erated or replaced by the common run of Yucatecan labor. 

At about the same time, another device was displayed by a 
foreigner, Luis Koch. Before it too failed, he placed a price 
on each apparatus of 2,000 pesos, and asked for a premium 
from the government of 10,000. Each machine was supposed 
to rasp enough leaves to produce 40 arrobas of fiber a day; 
as seen above, this would mean around 20,000 pencas. Still 
before the Caste War came yet another outsider, this time from 
Boston. A Mr. Thompson, with an engineer, brought a ma- 
chine “whose demonstrations were not happy.” Writing at the 
turn of the mid-century mark, Yucatecans said, ‘We are con- 
fident that the hopes of the country will be realized, if not 
through government stimulus, then by private interests. .. .” 
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After the troop of unsuccessful foreigners, Yucatecans them- 
selves took up and solved their own problems, initiating a 
second phase. This began around 1850 and lasted until 1860. 
From 1861 onward, the problems were less trying, and consisted 
mainly of improving the existing apparatus by substituting . 
steam for animal power, adapting conveyor belts and the like 
to mechanisms whose principles had proved successful in the 
previous decades. This was a third phase. 

A great number of Yucatecans turned their minds to inven- 
tion, but because of their success and tenacity Manuel Cecilio 
Villamor and José Esteban Solis are credited with providing 
the peninsula with the necessary rasping machinery. Rather 
than collaborators, they were rivals; their machines embodied 
essentially the same fundamental idea, which led to a later 
lawsuit. 

As early as 1854, the waning Centralist dictatorship of Santa 
Anna in Mexico declared Villamor the inventor of a rasping 
device and issued a patent to him. A local company in Yucatan 
was formed to exploit the patent rights, but distrust among 
the partners (among other reasons) dissolved the outfit; the 
sole machine it had was dismantled and sold piece by piece into 
several private hands. Not long thereafter, in 1857 José Este- 
ban Solis obtained a patent from the state government for a 
somewhat similar contrivance; a ten-year monopoly accompanied 
the patent. When she visited Yucatan in 1865, the Empress 
Carlotta pinned on him a “Civil Gold Medal” for his achieve- 
ment, and in 1863 the state legislature decided that at last 
they were justified in paying the 2,000 peso premium for a 
successful rasper, as the Solis had been put to wide use in 
Yucatan. 

Villamor sued Solis in 1871 for patent infringement and 
demanded 10,000 pesos damages. The first court which heard 
the case found in Solis’ favor, but on appeal the verdict was 
reversed, and Solis was ordered to pay 4,000 pesos damages. 
In protest, and because of their appreciation for benefits re- 
ceived from what was then and always called the “Maquina 
Solis,” the mercantile public of Merida soon spontaneously 
raised this sum in his behalf. 
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At the end of the decade from 1850 to 1860, at least three 
variations of the Solis-Villamor principles were giving good 
results, embodied in working machines. In comparative tests, 
the Solis machine outdid those built by Villamor and Millet; 
but at best it could hardly handle more than 262 bunches of 
leaves an hour. Those at the end of the century handled 20,000. 
The next decade saw introduction of yet other machines, espe- 
cially one invented in New York by Eduardo Juanes y Patrullé. 


But the chief development of the period after Solis was 
application of steam engines to henequen rasping. Eusebio Es- 
calante, about whom more below, in 1861 imported the first 
steam engine applicable to raspers, and installed it on his 
hacienda Itzincab. At the same time he imported a special 
henequen press as a companion piece. Improvement in machines 
and the extension of mechanization to the producing units con- 
tinued rapidly; in 1872, for instance, the growers were able 
to offer a reward of 20,000 dollars to any one who would raise 
the efficiency of the currently used raspers. The sons of Villa- 
mor were especially noted for the new aids they designed to 
increase output, while a contemporary, Manuel Prieto, created 
a machine which lived up to its name of “The Conqueres” by 
rasping 20,000 bundles an hour. 


Thus by the time the world began to make unprecedented de- 
mands for henequen (after wide use of McCormick’s reaper 
occurred, following 1888), Yucatecans had developed and adapted 
the appropriate technology to fill them. By 1876 at least six 
hundred raspers were being used, four hundred of which were 
steam-driven, powered predominantly by English engines. Just 
a few years earlier, Woeikof had though Yucatan numbered 
only about a hundred steam-moved raspers. The groundwork 
for this later evolution was principally laid from 1830 to 1860; 
the pioneering efforts before the Caste War produced but few 
tangible results, but at least defined the problems more clearly 
and accumulated a body of empirical data, generally of a nega- 
tive character. 

Extension of henequen cultivation tended to follow the course 
of technology, modified by a number of qualifying elements. 
Availability of capital, foreign demand, and the price structure, 
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as well as political events, influenced the spread, but the strik- 
ing correspondence between the number of mecates of hene- 
quen raised and the ability of machines to process it seems 
important. Until the end of the century and even thereafter, 
there was a constant market for all the fiber that could be | 
produced. Table I summarizes a series of estimates, some on 
rather sketchy basis, of the number of mecates of henequen 
raised at various times. The jump between 1845 and 1847 is 
notable, but even more significant is the increase after mechan- 
ization got under way in 1861. 


TABLE I 


ESTIMATED MECATES OF HENEQUEN, SELECTED 
YEARS, 1845-1890 


Year Mecates Notes 
(000’s omitted) 


1845 16 ? Crop planted ca. 1838; hand rasp- 
ing. 


1847 60 ? Pre-Caste War maximum. 


1860 65 Mechanical raspers; foreign credit 
begins. 

1865 400 First steam-moved raspers; French 
Intervention. 


1878 780 Price recovery; mechanization 
widespread. 


1879 1,130 McCormick reaper demands bind- 
er-twine. 


1890 2,478 Maximum henequen area exploit- 
ed; new machines. 


Sources: Calculated for 1845, 1847 from data in Regil and Peon, “Esta- 
distica,” 312, 313; for 1860-78, 1890, Camara Zavala, Industria heneque- 
nera, pp. 84, 45, 50-51; 1879 calculated from data in “Cuadro de agricultura 
No. 28,” Busto, Estadistica, I, and Baqueiro, Resefia, Doc. No. 3. 
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The pre-Caste War growers faced difficulties of financing 
their operations, and no data are readily available to indicate 
how they met this serious problem. Sometime before 1861, the 
basic financial structure of the modern henequen trade was set, 
when Eusebio Escalante founded a factoring house in Merida 
and arranged a line of credit as correspondent of Thebaud 
Brothers of New York. On personal notes, henequeneros were 
advanced sums at 9% interest annually. Somewhat later a sec- 
ond correspondent of Thebaud Brothers appeared, the Yuca- 
tecan firm established by M. Dondé, and in 1881 Miguel Espi- 
nosa Rendon became a partner of Bruggier and Company, also 
in New York, which also fed credit to the peninsula. Toward 
the end of the century (1895) G. Amsinck, again a New York 
house, backed a similar venture headed by Olegario Molina. 


The demand for capital was not satisfied until near the 
end of the century, as evidenced by interest rates. Around 
1845, at least 5% was common, raised to 6% following the 
Caste War; the 9% charged by Escalante was increased to from 
18% to 24% around 1875. Somewhat justly a Yucatecan wrote 
then that “more than any other, the cultivation of henequen 
has been the victim of usury.” An attempt in 1876 to found 
a local bank for henequeneros remained merely a project. 


Unlike other Yucatecan products before the Caste War, hene- 
quen found a wide and increasing demand in the export mark- 
ets. The chief uses were found in the United States and in 
Cuba. The former employed fibers in one or another maritime 
uses—ship’s rigging, canal tow-ropes, and the like—while hene- 
quen entering Havana was in the form of bags and sacks for 
charcoal and an incipient coffee industry, whose entrepreneurs 
had found that Manila hemp tended to rot the beans. Some 
few hammocks and other manufactured items also found sale 
abroad. These more or less traditional henequen products were 
the principal forms henequen took until around 1880, when it 
was discovered that the rot-resisting qualities which made hene- 
quen excellent for ship’s cables, and the insect-repellent nature 
of the fiber, made it especially suited for binder twine. Bail- 
ing wire, formerly used, damaged animals who tried to eat the 
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bound sheaves of wheat that were now a major interest in the 
expanding American West. 

The American trade began between 1845 and 1847. The 
previous output of henequen had been absorbed almost exclu- 
sively by Cuba. In 1845, a little less than 65,000 arrobas went . 
abroad, 85% of which was sacking and bags for the Havana 
trade. Seven cord-lofts in Merida, near the plantations and 
with a pool of labor, prepared the fibers in this form, as well 
as making rope and cables. But in 1847, the United States 
alone imported a calculated 100,000 arrobas of henequen in a 
raw state, to be processed after delivery, while manufactured 
items jumped to almost 85,000. In estimating the gross use 
for that year, locally consumed items like hammocks, rope, 
henequen harness, and the like amounted to a respectable total. 

The total, divided as indicated in Table II, was a large gain 
over 1845, but even so if measured in short tons is infinitesimal 
compared to later figures. For instance, in 1880 about 20,000 
tons were exported, and in 1914, a little over 180,000 tons. 
The fact that in 1847 henequen export was measured in arrobas 
(of 25 pounds each) is indicative. 


TABLE II 
HENEQUEN CONSUMPTION AND EXPORT, 1847 


Class of goods Chief market Quantity Percent 
Arrobas Short Tons 


Manufactured Local 3,759 920 
Cuba 84,648 1,040 

Raw fibers United States 100,000 1,250 
Totals 258,407 3,210 


Source: Regil and Peon, “‘Estadistica,” 313 (adapted). 


The price structure and fluctuations, of course, affected the 
export trade of henequen. Curiously enough a decade before 
Yucatecan fiber entered the New York market in quantity, it 
had been able to compete in quality and price with a similar 
product from Russia. At that time, in 1835, the selling unit 
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was a tercio (about 50 pounds) ; 150 tercios of Yucatecan hene- 
quen brought 170 pesos, while a similar quantity of Russian 
fiber sold from 180 to 185. The selling price of around two 
cents a pound seems to have remained standard until around 
1848, when apparently it rose to three. If the production costs 
of the time are to be trusted, the margin of profit on henequen 
was considerable but not extraordinary. 


An estimate for production costs on 500 mecates of henequen 
for the years 1848 to 1868 reveal, on analysis, that the average 
profit per mecate was annually sixty centavos. Through this 
period the yield was generally assumed to be an average of 
four arrobas per mecate (100 pounds of fiber). The figures 
from which this average profit is derived are based on several 
assumptions that might color the final result: that the owner 
already owned the land without a mortgage to carry, that inter- 
est rates did not change from 6%, that no special investment 
was represented by advances to laborers in order to tie them 
to the place, and that the selling price (at the hacienda) re- 
mained at least three centavos a pound. 


At a little later date, 1876, writers said that one reason over- 
head was higher than necessary was that henequeneros built 
themselves costly houses on credit and imported elaborate equip- 
ment beyond their actual requirements. At that time, the cost 
of raising an arroba of fiber was thought to be four to four 
and a half reales, two or a little more centavos a pound. 


The estimates of 1861 presumed that the chief elements of 
cost were purchase of the plants, the initial planting, two annual 
weedings, and rasping. The latter was set at half the gross 
value of any particular year. Up to the end of the ninth year, 
interest charges were a significant item, at which time the 
original investments of capital were amortized and the grower 
freed from that burden. The figures underline in a practical 
way the fact that even in its early days, henequen was a busi- 
ness requiring considerable investment. At least 2,200 pesos 
would be sunk before the fourth year, when the very first cash 
returns began to come in; later practice deferred this first 
cutting even longer. 
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But it is also clear that once the enterprise managed to 
weather the first years of waiting, returns were ponderable, 
even at the relatively low selling price of henequen, then three 
centavos a pound. Higher prices obviously produced more 
profit, as operating costs tended to remain somewhat stable. 
Table III summarizes data for the period 1848-1868, and Table 
IV provides comparisons for the period 1848-1915; the one 
deals with returns on 500 mecates of henequen, the other the 
selling price, estimated cost of production, and interest rates. 


TABLE III 


RETURNS ON 500 MECATES OF HENEQUEN, 1848-68 
Pesos per mecate (ca. 100 lbs. yield) 


Notes Annual Balance Cumulative 
Profit Loss Profit Los3 


Original planting ; 3.17 

3.63 

4.11 

First commercial leaves ‘ 4.42 

43 3.99 

0.70 3.29 

1.04 2.25 

Optimum maturity 1.15 
Amortization complete 


Declining yield 


Abandoned 
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Average annual profit per mecate (over 20 years)... 
Average, for 500 mecates (annual) — 300.00 
Total, for 20 year period__§£$_______.______.6,000.00 


Source: Antonio G. Rejon, “Gastos de un plantel de 500 mecates de 
jenequén,” Repertorio Pintoresco (1861), 74-79, adapted and recalculated. 


TABLE IV 


SELLING PRICES, COSTS, AND INTEREST RATES, 
HENEQUEN, 1845-1915 

Pesos per pound 

Selling 









Year Sources Production Gross Interest 














Price Cost Profit Rates 
1845 a .02 ? ? 5% 
1847 a .03 .024 ? .006 6% 
1860 b .03 9% 
1872 Cc 118 .022 .096 18 %-24% 
1877 c-d .022 .022 .00 18% -24% 
1915 e-f 135 .100 .035 10% 











Sources: (a) Regil and Poen, “Estadistica,” 305; (b) Rejon, “Gastos”; 
(c) Camara Zavala, Industria henequenera, pp. 47, 47; (d) Pedro Regil 
Peon, “Informe,” 264-65; (e) Yucatan and an American Monopoly, p. 15; 
(f) Importation of Sisal Hemp, I, 342. 





Evolution of the henequen industry brought no immediate 
repercussions between Maya and creoles, and rather minor ones 
among creole groups. There was little question of land usurpa- 
tion in its expansion. Older colonial type haciendas gradually 
transformed their traditional holdings into henequen plantations, 
or newer ones were created in the thinly populated parts of the 
Old Colonial section. Typical of the former were those seen by 
Stephens in 1839. For the most part, Maya labor at this period 
was not particularly restive or notably exploited; with all the 
work connected with henequen cultivation and processing still 
in a hand-stage, they were not wholly appendages to machines. 
In 1880, admittedly there were at least 20,767 families held 
in debt. Possibly between the sugar-growers of the Borderlands 
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and the henequeneros of the Old Colonial area there was some 
competition for the services of Maya, but presumably the master 
class of each section was united on the question of maintaining 
the peonage laws (which neither had invented but which both 
used), and were joined in this by the logwood interests of the 
West Coast. 


The search for technical improvement, the stress on profits 
and production of henequen were in tune with the other “pro- 
gressive” trends of Merida and Campeche. The closer linking 
of Merida and Cuba, then the United States, followed trade 
channels already cut much earlier in Yucatan’s history, and 
tended to divide the Old Colonial from the West Coast and 
Borderlands, now more than ever tied to Mexico and the Gulf 
ports by the thin cord of sugar exports (added to salt). As 
noted earlier, a tangible indication of the growing split was 
search for a suitable port outlet for henequen. The road be- 
tween Merida and Progreso, the selected site, was a symbol of 
the new direction in which henequen trade would lead Yucatan. 

The Caste War gave impetus to the new industry. Yucate- 
cans at the time and since have looked upon henequen as a 
providential plant which saved the place from utter ruin when 
cattle, sugar, cotton, tobacco, and other commodities were almost 
completely annihilated by the struggles from 1847 to 1853, and 
in the constant resurgence of military action at least as late 
as 1873. 

Henequen acted as a buffer and shock absorber in several 
ways. Physically the henequen plantations that ringed for a 
distance of twenty leagues the capital acted as a redoubt in a 
way that pastures and milpas never had. More important, 
refugees driven from the east and south—Maya and mestizo 
elike—found employment in a newly opened section west and 
north of Merida, in the direction of Motul, as well as in the 
capital itself. In the city, the manufacture of bags became an 
important trade. It was estimated that this manufacture paid 
annual wages of perhaps 25,000 pesos annually, and was hailed 
as the “life-raft in the general ship-wreck” of the Caste War. 


A careful investigator has repeatedly emphasized that the 
decades of the fifties and sixties, so barren politically because 
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of revolts and uprisings, are the years when earlier henequen 
developments joined to form the modern industry. He has 
pointed out that in these twenty years the plant was cultivated 
commercially on a wide scale by fixed labor, and that commer- 
cial credit was introduced, that the Solis machine was invented, 
and that mechanization had gotten an important foothold. 


Paradoxically, it might be added, the rising industry aided 
Mayas and mestizos, in the sense it offered them a more favor- 
able (though still depressing) set of alternatives than would 
have otherwise been their fate. The increasing need for labor- 
ers stemmed a traffic in Maya slaves who were shipped to Cuba 
and there usually died. After 1859, local economic pressures 
probably had more effect than decrees in stopping the unsavory 
business, whose sardonic operators did not hesitate now and 
then to include a kidnaped Mexican soldier or two in a shipment. 
Too, labor needs gave an opening to many who preferred work- 
ing to fighting. When military forces campaigning against 
the rebel Maya were divided into “sedentary” and “mobile” 
troops, most of the former, and not a few of the latter, took 
refuge on henequen plantations, whose masters often protected 
them from the recruiting officer. 

That mestizos slipped somewhat in the social scale and had 
become luneros (rather than holding their usual berth of asala- 
riados) can similarly be inferred from this legislation detailing 
the rights and responsibilities of masters toward “non-native 
luneros.” The Caste War drew a sharp and clear line between 
those who were willing to accept serfdom and those who would 
not. The former made a labor reservoir of “sweet, suave, 
respectful, and obedient” characters, many of them mestizos. 
The latter were the independent “indios bravos” in the south, 
and the “barbaros,” in the east. Between them and the henequen 
zones was a “No-Man‘s-Land.” 

As culmination of the henequen complex, the port of Pro- 
greso officially supplanted Sisal just after the close of the decade 
1860-70. By 1873, cart roads through the upper henequen 
zone had fanned out, and the capital and its port were already 
nearly linked by rail; at that time, mules rather than locomo- 
tives hauled the cars. By the time Ober disembarked in 1880, 
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the railroad had been fully equipped with cars and engines, and 
passed through “the henequen plantations, with miles and miles 
of Sisal hemp on either side of the track. ... Excepting 
hemp plantations, there is little to interest one... .”’ Henequen 
in 1880 monopolized the attention and efforts of the people in 
the Old Colonial area, although would still answer to a descrip- 
tion of them in 1831 which mentioned they were “disposed to 
raising cattle and to commerce, in particular that produced 
by beef . . . and henequen, raw and manufactured, in which 
their wealth consists.” 


The economic picture of Yucatan from the years just after 
its political Independence from Spain to the opening of the 
Caste War was not a particularly complex one, though the 
problems it presented to Yucatecans of the time were of some 
magnitude. The biggest business on the peninsula was raising 
food for itself, an activity almost wholly in the hands of Maya 
working in milpas, found universally through the area on 
haciendas, near villages and towns, or isolated ranchos and 
rancherias. Each section of the territory, due in part to a faulty 
communication system, was nearly self-sufficient. 


The zoned economy characteristic of Yucatan today, where 
one area concentrates on food production to feed the workers 
of a commercial export agriculture in another, had not made 
its appearance, and did not until near the end of the century. 
Milpa agriculture absorbed the major part of the labor supply 
represented by the mass of natives, and any other enterprises 
which needed them had either to adjust to the situation or 
change it. Colonial economy had more or less adjusted to this 
prime fact, but under the drive for increased participation be- 
yond the peninsula, Yucatecans who proclaimed themselves 
“avid for progress and prosperity,” after 1830 firmly believed 
that change was desirable and would ultimately benefit the whole 
area, including the Maya. 

The direction that changes took was less toward direct sup- 
pression of habitual native ways than extension of new enter- 
prises which were predicated on somewhat different relation- 
ships between Maya and creole than was usual in earlier days. 
Colonial economy rested on Maya labor and effort, but more or 
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less accepted the fact that Indians were permitted to go their 
own way, so long as tribute goods appeared at the designated 
times. The newer doctrines, however, began a conscious or 
unconscious drift toward the concept of the native as a human 
tool, as part of a disciplined and fixed labor force necessary for 
operation of large scale commercial enterprises. As a corollary, 
such labor was also needed to provide the necessary instruments 
for expansion of the latter—especially roads. Need for labor 
mounted rapidly, and with it legislation that empowered enforce- 
ment of these demands. 

A separate and important development was competition for 
land. Henequen and sugar each needed new areas; the one was 
less a rival for territory held by maize-growing Maya than the 
other. The marked and considerable extension of sugar cultiva- 
tion into Indian areas, in the East Colonial and more especially 
in the Borderlands, brought in its train difficulties over both 
labor and land. These tended to remain latent, until uncovered 
and focussed by political disturbances, also in part engendered by 
the new sugar industry. 

The narrowing of foreign markets for traditional products 
was an incentive to improve technology or to seek more profit- 
able outlet for the small amounts of capital available on Yuca- 
tan. Men formerly engrossed in logwood and cattle began after 
1830 to invest in sugar or henequen enterprises. Until around 
1840 the former had an almost untapped internal market, and 
the latter an unsaturated foreign one. Destruction of the sugar 
industry through the Caste War released some capital and con- 
siderable labor to henequen; its earlier development was slower 
than sugar, whose technological problems were more easily 
solved. Henequen did not enter a proto-modern phase until 
after 1850, although the pioneering efforts necessary to later 
evolution had begun as early as 1830. From 1830 to 1847, hopes 
for the economic regeneration of Yucatan were placed on sugar 
and henequen, as visions of ship-building, coffee, and silk econo- 
mies faded before the political and social realities of the epoch. 

The rise of new economies helped split the peninsula into 
sections that had their respective cultural and even ethnic char- 
acteristics. Paralleling these were diverse political objectives 
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and programs, which not only reflected inter-sectional clashes of 
interest but the division between old and new goals within any 
one section. Perhaps this shattering of colonial unity of ideals, 
and the culture based on them, was a necessary phase before 
reintegration in response to the complexities of modern times. | 

Though culturally the modern era began to gather momen- 
tum around 1835, economically it was deferred until around 
1850, when the elements of henequen industrialization began 
to fall into place. In each case the late colonial period furnished 
a point of departure, a handful of thought, and broader horizon, 
coupled with typical eighteenth century optimism; the genera- 
tion from 1830 to 1860 elaborated these scant beginnings by 
its own contributions and its wide borrowing from the rest 
of the western world and by so doing created a new context— 
neither wholly colonial, not quite “modern.” 
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Investment of French capital and skills in the Latin-Ameri- 
can nations began in the 1820’s with the arrival of the first 
French immigrants and the purchase of the first government 
bonds. France had a “pastry war” with Mexico’ as early as 
1838—a naval blockade provoked in part by the robbery of a 
French bakery—and French adventurers became interested in 
the mines of northern Mexico, especially Sonora, before 1860.” 
At the opposite end of Latin America, before the middle of the 
nineteenth century, Frenchmen were among the defenders of 
Montevideo against the attacks of the Argentine tyrant Manuel 
Rosas. 

After the sale of Haitian government securities in 1825, an 
issue with a face value of 30 million francs,* no other Latin- 
American government issues were floated in France for a quar- 
ter of a century. Frenchmen continued, however, to migrate 
to Latin America fairly steadily, although never in large num- 


1 Reference to this episode can be found in almost any standard history 
of Mexico. See, for instance, Herbert I. Priestley, The Mexican Nation 
(New York, 1923), pp. 292-293. 

*J. Fred Rippy, The United States and Mexico (New York, 1931), pp. 
91-92. 

3 John F. Cady, Foreign Intervention in the Rio de la Plata, 1838-50 
(Philadelphia, 1929), p. 112. 

4J. N. Leger, Haiti, Her History and Her Detractors (New York, 1907), 
pp. 183-185. 
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bers. A total of some 300,000 Frenchmen left their homeland 
for this region during the century following 1840. Thousands 
went to Argentina, Brazil, Uruguay, and Chile and hundreds 
to other countries,® so that a few Frenchmen could be found 
almost anywhere in Latin America long before 1900. Some. 
eventually returned to France or moved on to other parts of 
the world, but the majority remained permanently, opened 
mercantile establishments, founded some of the earliest manu- 


facturing enterprises, and engaged in farming and various other 
activities. 


Many French immigrants became citizens of the republics 
in which they established their homes, but not a few, especially 
those residing in the more disorderly countries, retained their 
French citizenship. Thousands, indeed, clung to their original 
nationality even in the more stable countries. There were more 
than 79,000 French citizens in Argentina in 1914° and nearly 
12,000 in Brazil in 1920.7 There were some 13,000 in Uruguay 
in 1900 and over 8,000 in 1908,° more than 4,000 in Chile in 1885 
and almost 10,000 in 1907,” nearly 4,000 in Mexico in 1900 and 


just under 5,000 in 1930.!° Everywhere in the region, French- 
men were among the aristocrats of the immigrant groups. They 
usually had some capital and they were skilled in technology. 


Investment in Latin-American government securities was 
resumed in France in 1853 with the flotation of Peruvian bonds. 
These bonds and various other issues that following during the 


5 The censuses of the Latin-American countries usually list alien resi- 
dents by nationalities. Mark Jefferson, Peopling the Argentine Pampas 
(New York, 1926), pp. 192-193, says that 226,900 Frenchmen entered 
Argentina between 1857 and 1924. T. Lynn Smith, Brazil: People and In- 
stitutions (Baton Rouge, 1946), p. 273, states that 32,373 French immi- 
grants arrived in Brazil between 1884 and 1939. 

6 Ernesto Tornquist and Company, The Economic Development of the 
Argentine Republic in the Last Fifty Years (Buenos Aires, 1919), p. 10. 

7 Smith, p. 286. 

8 Anuario estadistico de la Republica Oriental del Uruguay, Afio 1908, 
II, Part III (Montevideo, 1911), chart facing p. 816. 

9 Anuario DIC, 1946 (Santiago, 1946), p. 480. 

10 Censo de la Republica Mexicana, 1900: Estranjeros residentes (Mexico, 
1903), p. 217, Anuario estadistica, 1941 (Mexico, 1942), p. 69. 
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next decade or so were linked with the Peruvian guano business, 
in which French investors, particularly Dreyfuss and Company, 
ventured considerable capital.) Frenchmen bought Mexican 
bonds (a large issue by the Maximilian government) in 1864, 
Honduran bonds in 1869, Haitian bonds in 1875, and govern- 
ment securities of Argentina, Brazil, and perhaps Chile in the 
1880’s.12, By 1900 an aggregate of around a billion francs, face 
value, of Latin-American government issues was regularly 
quoted on the Paris Bourse." 

French investment in Latin-American banks and other 
financial organizations began in the 1880’s with the founding of 
these institutions in Mexico, Haiti, the Dominican Republic, 
Argentina, Uruguay, and Brazil,’ and the same decade wit- 
nessed the beginning of French investments in railways in Ar- 
gentina, Brazil, Venezuela, Mexico, and Puerto Rico.5 By the 


11The annual reports of the Council of the Corporation of Foreign 
Bondholders (London) for the years 1873 to 1881 contain data on early 
French investments in Peru, including lists of bond issues sold in France. 

12 For the Haitian issue of 1875, see Leger, pp. 224, 288. The other 
issues mentioned are described in the annual reports of the Council of the 
Corporation of Foreign Bondholders, especially those for the year 1879 
and 1891. 

13 Congrés Internationale des Valeurs Mobiliéres, Documents, mémoires 
et notes monographiques (4 vols., Paris, 1900), II, xxiii-xxvi. 

14 The first of this series of commercial banks was established in Haiti 
in 1881 and the last in the Dominican Republic in 1889. The others were 
founded between these dates. The most important was the Banco Francés 
del Rio de la Plata, opened in 1886. The Crédit Foncier was a financial 
institution much utilized by French capitalists in Latin America at this 
time and later. The Federal Trade Commission of the United States, in 
its Report on Cooperation in American Export Trade (Washington, 1916), 
Part I, pp. 50-52, contains a useful summary of French commercial banking 
in the region but gives little attention to historical background. The 
standard manual on banking is The Bankers’ Almanac and Year Book 
(London, 1916), which was preceded by Palgrave’s Banking Almanac, a 
publication dating back to a much earlier period. Much information re- 
garding the history of French commercial banking in Latin America may 
be gleaned from this manual. See also Special Agents Series, No. 90 
(Washington, D. C., Department of Commerce, 1914), and the sources 
cited in notes 13 and 26. 

15 The United States Department of Commerce, Bureau of Foreign and 
Domestic Commerce, published in 1925-1927 useful, although not always 
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end of the century the banking and railroad capital of French- 
men was an important segment of their total investment in the 
region. 

French ventures in Latin-American mining probably began 
in Mexico and Chile around the middle of the century. After 
1870 these mining investments expanded rapidly, particularly 
in Mexico, Venezuela, Colombia, Brazil, Bolivia, and Chile.® 

The first Frenchmen to invest in Latin-American real estate 
were probably the early immigrants and promoters of emigra- 
tion. The aggregate of French holdings in rural and urban 
properties in the region at any particular date is not easily 
ascertained. They consisted in the main of numerous small 
properties owned by individuals. The Argentine census of 1914 
revealed that 22, 105 French citizens were owners of real estate 
in that country.’7 Their holdings in Uruguay in 1908 were 


entirely accurate, histories of the railways of several Latin-American 
countries. See especially Trade Promotion Series, No. 16 (1925), No. 32 
(1926), and No. 39 (1927). Frenchmen began the construction of a rail- 
road in Brazil, Province of Rio Grande do Sul, in the 1870’s (South Ameri- 
can Journal [London, 1901], pp. 368-369). Their concession for a railway 
from Santa Barbara to El Vigia, in Venezuela, was obtained in 1887 by the 
Duke of Morny (Trade Promotion Series, No. 39, p. 345). Their railway 
company in Argentina, organized to complete and operates lines in the 
Province of Santa Fé, was founded in 1888 (ibid., No. 32, p. 175). Their 
investments in the railroads of Puerto Rico were initiated in 1888-1889 
(Association Nationale des Porteurs Francais de Valeur Etrangéres, Rap- 
port annuel, 1900-1901 [Paris, 1901], pp. 171-175). It is quite likely, al- 
though not absolutely certain, that they held bonds of Mexican railway 
companies controlled by capitalists of the United States or the United 
Kingdom. 

16 Among the best sources of information on French mining companies 
in Latin America are: (1) Mining Manual, published in London beginning 
with theyear 1889; (2) The Copper Handbook (Houghton, Mich., 1904—) ; 
and (3) Stock Exchange Year-Book (London, 1875—). The location of 
French mining investments requires a careful scrutiny of the boards of 
directors of each mining enterprise listed for Latin America. Among the 
earlier companies with heavy investment of French capital were: El Callao 
and Caroni in Venezuela; Guarino and Timbiqui in Colombia; Boleo, In- 
guaran, and Dos Estrelias in Mexico; Choquecamata and Huanchaca in 
Bolivia; Ouro Preto in Brazil; and Panucillo in Chile. See also footnotes 
35, 36, and 37 below. 

17 Ernesto Tornquist and Company,, op. cit., p. 259. 
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valued at nearly 17 million pesos (around 85 million francs) in 
the tax records and included 809 rural properties aggregating 
approximately 489,000 hectares (well over a million acres) .1* 
Their holdings in other countries were probably less extensive, 
but there is little doubt that Frenchmen owned real estate or 
held leases on forested areas in practically every nation of Latin 
America by 1900. 


French capitalists were not much attracted by public utility 
enterprises in Latin America, probably because of the vigorous 
competition of citizens of the United States and nationals of 
Great Britain and other European countries. They did, how- 
ever, invest in two submarine cables, both in the Caribbean 
area,’® in the 1880’s and in a few electrical enterprises during 
the following decades. Their investments in electric utilities, 
often minority holdings in enterprises controlled by others, 
were mainly in Argentina, Brazil, and Mexico.”° 

Intensely interested in Hispanic-American commerce even 
during the colonial period, French merchants naturally set up 
trading firms in the region as soon as the various countries 
won their independence. Their mercantile houses multiplied 
rapidly during the latter decades of the nineteenth century and, 
although they were usually small, their total capitalization was 
probably not far below half a billion francs by 1900.7! 

Regular lines of French steamers began to engage in Latin- 
American commerce shortly after the middle of the nineteenth 
centary, and before 1900 three efficient lines were operating 
between Latin America and Europe.*? Since, however, it has 
been impossible to assign to Latin America any precise figure 


18 Anuario estadistico, Afio 1908, II, Part III, p. 1018 and table facing 
p. 1168. 

19 These may have been parts of a single system. They connected France 
with the French West Indies, Guiana, Venezuela, the Dominican Republic, 
and Haiti, and, in the 1890’s. with Para (Belém), Brazil. 

20 The most important of these were in the Province of Buenos Aires, 
in Sao Paulo and some of the smaller towns of southern Brazil, and around 
Mexico City. 

21 See note 26 below. 

22 The companies operating these three lines were: Cie. Generale Trans- 
atlantique, Messageries Maritimes, and Chargeurs Réunis. 
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for its share of the French transoceanic shipping capital, this 
has been ignored in arriving at the aggregate French invest- 
ment. 

To determine the total of French capital engaged in the ex- 
traction of forest products has likewise proved impossible. 
There is no doubt, however, that Frenchmen were active during 
the last decades of the century in the exploitation of rubber, 
dyewoods, tonka beans, and various other forest products uti- 
lized in the manufacture of medicines and cosmetics.* 

The largest single investment that Frenchmen or any other 
private foreign investors ever made in Latin America before 
1900 was the French investment in the Universal Interoceanic 
Canal Company, which they organized in 1881 for the purpose 
of constructing a canal across Panama, then a part of Colombia. 
The total nominal capitalization of this corporation and the one 
that succeeded it after its bankruptcy was over two billion 
francs,** and, after 1887, it controlled the Panama Railway 
Company as well as a subsidiary shipping line. 

The sad losses of little French investors resulting from the 
failure of this canal enterprise are well known and notorious— 
and one may add, without serious inaccuracy, that such losses 
were almost typical of a very considerable portion of French in- 
vestments in Latin America. Frenchmen lost large sums in 


23 Among the larger French enterprises in this classification around 
1900 were: (1) Société Fonciére du Paraguay, with over a million acres in 
ranches, farms, and forest lands; (2) a company collecting balata, tonka 
beans, and other forest products along the upper Orinoco in both Vene- 
zuela and Colombia and operating steamboats in connection with its activi- 
ties; and () Bolivian Rubber and General Enterprises, Limited, registered 
in England in 1903 but controlled by the French. The first, founded in 
1898, is described by W. L. Schurz, in Special Agents Series, No. 199 
(Washington, D. C., 1920), pp. 66-67. The second, organized in 1886, is 
discussed at length by Jackson H. Ralston and W. T. S. Doyle, Report of 
the French-Venezuelan Mixed Claims Commission of 1902 (Washington, 
D. C., 1905), pp. 244-366. The third, which changed its name to Bolivian 
General Enterprises, Limited, in 1915, is listed and described briefly in 
various issues of the Stock Exchange Year-Book (London); in the volume 
for 1931, for example, at p. 1024. 

24 Stock Exchange Year-Book, 1889 (London), pp. 594-5; Willis Fletcher 
Johnson, Four Centuries of the Panama Canal (New York, 1907), pp. 
77-107. 
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connection with their railway ventures in Venezuela and later 
in Ecuador, Brazil, and Mexico; nor were they much less un- 
fortunate in their investments in the government bonds of Hon- 
duras, Peru, Haiti, Mexico, Venezuela, and the Dominican Re- 
public, not to mention their mining investments, usually risky 
wherever made, or someof their later ventures in the port works 
of Brazil. 

The total investments of citizens of any country in foreign 
lands are difficult to ascertain, and the problem is accentuated in 
the case of France because of the disposition of Frenchmen to 
purchase securities in foreign markets and minority holdings in 
economic enterprises controlled by capitalists of other nations. 
Only approximate estimates of aggregates of nominal capital, 
based mainly on stock-exchange lists, are possible. But global 
figures, even if merely nominal and no better than rough ap- 
proximations, are generally welcomed and, if not taken too 
seriously, may prove useful. Table 1 presents tentative esti- 
mates of French investments in Latin America at the end of 
1902.26 


25 To arrive at an approximately accurate estimate of the losses of small 
French investors would require a detailed knowledge not only of the history 
of each issue of government bonds they purchased and of each economic 
enterprise in which their savings were placed but also of the extent to 
which such investors sold their securities in times of depression, hardship, 
and discouragement. To acquire such information wolud obviously necessi- 
tate many years of research. The conclusion stated in this paragraph is 
based upon general impressions resulting from an examination of the 
records of such companies as were available in the manuals mentioned in 
note 16 and of the Latin-American government bond issues described in the 
annual reports of the Council of the Corporation of Foreign Bondholders 
and in its French counterpart, the Association Nationale des Porteurs 
Francais de Valeurs Etrangéres, organized in 1898. The rapid decline of 
the franc following World War I must have resulted in large losses in both 
income and capital; and it should be noted in this connection that the two 
billion francs sunk in the Panama canal enterprises amounted to around 
a sixth of all the capital ever invested by Frenchmen in Latin America. 
For further evidence of misfortune, see the final paragraphs of this essay. 

26 This table is based mainly on the sources mentioned in note 25 and 
the following article: R. G. Lévy, “La Fortune mobiliére de la France a 
L’Etranger,” in Révue des Deux Mondes, CXL (1897), 487-489; “La 
Fortune Frangaise a L-Etranger,” in Bulletin de Statisque et de Législation 
Comparée, LII (1902) 476-483. 
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TABLE 1 


French Investments in Latin America, End of 1902 
(Thousands of francs) 
Government Economic 

Country Total Securities Enterprises * 
Argentina 310,000 613,000 
Bolivia 70,000 
i 490,000 206,000 
218,000 
246,000 
5,000 
1,000 
105,000 
Uruguay 249,000 
Venezuela 100,000 
300,000 
126,000 
76,000 10,000 
Dominican Rep. ___ 8,000 1,000 
Costa Rica 10,000 10,000 
El Salvador 10,450 10,450 
Guatemala 8,620 
Honduras 6,500 
Nicaragua 6,150 


3,252,720 961,000 2,291,720 


Railways (excluding lines of Peruvian Corp.) ~----- 158,000 
Argentina __100,000 
Brazil 
Venezeula ___ 18,000 


Real Estate and Forestals 995,000 
Banks and Other Finance 
Argentina __ 53,000 
11,000 
Colombia ___ 22,000 
Uruguay ____ 8,000 
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Among the government issues of Latin America, French in- 
vestors had evidently preferred those of Brazil, Argentina, 
Haiti, and Uruguay. Owing to repudiation by subsequent Mex- 
ican governments, French purchasers of securities issued by 
Maximilian suffered heavy losses, in spite of the assumption of 
a part of the debt by the French government.** Frenchmen 
were therefore wary of Mexican bond issues for several years. 
It is possible, however, that they resumed their purchases to 
some extent by 1902; at any rate, it was not long after that 
date until Mexican government securities began to sell easily in 
the French market. Mexican bonds are omitted in Table 1 be- 
cause Frenchmen had ceased to press their claims for the re- 
demption of the Maximilian issues and it is not certain that they 
held any othersin 1902; and Honduran bonds are omitted be- 
cause the Honduran issue—purchased in 1869 and alleged to 
have amounted to over £2,000,000 (more than 50,000,000 francs) 
was practically worthless.** The large French investment in 
the Peruvian government issues of the 1850’s and 1860’s had 
been exchanged for the securities of the Peruvian Corporation, 
Limited, a British enterprise. Frenchmen were pressing claims 
against Cuba in connection with securities issued in Spain while 
Cuba was a Spanish colony, but the independent Cuban govern- 
ment refused to accept any responsibility for this indebtedness.” 

In addition to their railway capital in Argentina, Brazil, and 
Venezuela, Frenchmen also owned a large part of the securities 
of a railroad company in Puerto Rico *° and may have had minor- 
ity investments in some of the railways of Mexico. Although 
they had constructed, entirely or partially, three or four short 
lines in Venezuela, it is doubtful whether they actually owned 
any of them in 1902. The railway capital included in the table 
for Venezuela represents at least a claim against the Caracas 


27 A brief discussion of the Maximilian bonds can be found under the 
heading “Mexico” in any of the annual reports of the Council of the Cor- 
poration of Foreign Bondholders. See, for example, the Forty-first Annual 
Report (London, 1914), pp. 212-213. 

28 [bid., pp. 195-198; Association Nationale des Porteurs Frangais de 
Valeurs Etrangéres, Rapport annuel, 1905 (Paris, 1905), p. 20. 

2° Association Nationale, Rapport annuel, 1900-1901, pp. 101-120. 

30 Tbid., pp. 171-175. 
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government for seizure of a French line in the western part of 
the country.*! 

The investments listed for banks and finance may be incom- 
plete. Frenchmen may have held such investments in Chile 
and Cuba as well as in the seven countries mentioned. 

French investments in real estate, including extraction of 
forest products, were rather heavy, probably larger than in 
government securities and over 40 per cent of the aggregate in 
all economic enterprises. The approximate distribution among 
the countries where this type of investment was most significant 
is given in Table 2. 


TABLE 2 


French Investments in Latin-American Real Estate, End of 1902 
(Thousands of Francs) 

Country Country 

Total Total 

Argentina 366,000 60,000 

Bolivia Uruguay 138,000 

Venezuela 40,000 

Mexico _...._...... 100,000 

Colombia a 


The amount of French capital in urban and agricultural 
properties and the exploitation of forests in the other countries 
has not been ascertained. Seven million francs are said to have 
been invested in Haiti and the Dominican Republic, and perhaps 
considerably more than this was operating in some of the Cen- 
tral American countries and Paraguay. It is possible, however, 
that the estimates for Argentina and Cuba are a little high. 

The total French capital engaged in mining has not been 
determined. It included minor holdings in companies con- 
trolled by others as well as major investments in French-con- 
trolled enterprises. The aggregate may have amounted to as 
much as 120 million francs: at least 50 million in Mexico, per- 
haps 20 million in Venezuela, some 18 million in Chile, 8 million 


31 Ralston and Doyle, pp. 367ff., deal at length with the tribulations and 
claims of this railway. 
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in Bolivia, about 5 million in Colombia, 7 million in Brazil, and 
smaller sums elsewhere.*? 


II 


French capital flowed rapidly into Latin America during the 
decade following 1902.°° The aggregate nominal value of 
French investments in Latin-American countries was probably 
well above 8 billion francs by the end of 1913. Tentative figures 
for the investment at that time are presented in Table 3.** 





TABLE 3 


French Investments in Latin America, End of 1913 
(Thousands of Francs) 











Government Economic 
















Country Total Securities Enterprises 
Argentina ________ 2,000,000 640,000 1,360,000 
I Ra a 100,000 14,000 86,000 
I cscs 3,500,000 880,000 2,620,000 
is 212,000 70,000 142,000 
Colombia _________ 15,000 7,000 8,000 
Reuador .......... 15,000 13,000 2,000 
| er eee 40,000 
leita sis 50,000 12,500 37,500 
NN once 200,000 65,000 135,000 
Venezuela _________ 50,000 15,000 35,000 
I ik 2,000,000 750,000 1,250,000 
OR Ee ee nears eis 20,000 
ea 100,000 90,000 10,000 





32 These statistics on French mining investments are taken from La For- 
tune Francaise a L-Etranger,” loc. cit. 

33 The annual reports of the Association Nationale des Porteurs Francais 
de Valeurs Etrangéres (name was changed in 1913 to Office Nationale des 
Valeurs Mobiliéres) for the years 1911 to 1913 indicate that French 
capital was migrating to this region at the rate of well above half a billion 
frances annually. 

34 This table is based upon a careful examination of the French sources 
mentioned in note 33, of the mining manuals cited in note 16, and of the 
Stock Exchange Year-Book for 1913 and 1914. 
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Dominican Rep 500 
Costa Rica 38,000 
El! Salvador 12,000 
Guatemala __ 9,000 
Honduras __. 7,000 
Nicaragua 

Panama .... = 500 


Total _________ 8,375,000 


Railways 


500 
4,000 
12,000 
9,000 
7,000 
6,000 
500 


2,590,500 5,784,500 
ee 








Argentina 
Brazil 


600,500 
1,390,500 





Venezuela 


17,500 


Mexico 194,500 
RO caer atamiite ‘ FO 
Real Estate and Forestals 965,000 
Banks and Other Finance 900,000 
Manufacturing, Trading, Public Utilities, etc 966,500 





It is probable that the returns on a good part of these in- 
vestments had been fairly satisfactory for a decade or more. 
Railway investments, however, had not been very profitable, 
even in Argentina. In Mexico, dividends on railroad securities 
were practically eliminated in 1911 shortly after the overthrow 
of Porfirio Diaz. Railway capital in Ecuador rarely yielded 
even moderate dividends, and French projects in that country 
turned out to be miserable failures. Returns on railroad in- 
vestments in Venezuela and Brazil were never large. Only 
French promoters and construction companies obtained big 
profits from railways in Latin America, if any such profits were 
ever made by Frenchmen.* 


35 See the railway histories mentioned in note 15 and Ralston and Doyle, 
as cited in note 31. Trade Promotion Series, No. 39, pp. 138-142, sum- 
marizes the story of two French failures in Ecuador. Frenchmen had in- 
vested at one time or another in at least four railways in Venezuela: 
Macuto, Carenero, Santa Barbara and El Vigia, and Guanta. They con- 
trolled three railroad enterprises in Argentina: one operating in the Prov- 
ince of Santa Fé, another in the Province of Buenos Aires, and a third in 











64 INTER-AMERICAN ECONOMIC AFFAIRS 


Dividends paid by a few of the French mining and miscel- 
laneous companies were enormous. Stockholders of El Callao 
Mining Company in Venezuela made fortunes in the 1870’s and 
1880’s before the richest veins were exhausted.** The Boleo 
Company in Lower California, controlled by the French Roths- 
childs, paid dividends of from 25 to 200 per cent annually be- 
tween 1900 and 1912.57 Dos Estrellas Mining Company, oper- 
ating in the Mexican State of Michoacan, made its major stock- 
holder, Francis J. Fournier, immensely rich; shares sold on the 
stock exchanges for ten times their original nominal value.*® 
Stockholders of the Port of Rosario Company in Argentina, an 
enterprise controlled by the Schneiders of France, sometimes 
received annual dividends as high as 200 per cent and shares 
with a nominal value of 100 francs rose to 3,500 francs on the 
Paris Bourse.*® Such immense profits siphoned away by foreign 
capitalists tended to produce economic nationalists in Latin 
America; but, for the French, big profits seem to have been very 
exceptional. Besides the four enterprises already mentioned 
there may have been a few others that yielded fairly large re- 
turns—in mining, agriculture, or manufacturing, for instance 
—but it is more than likely that the losses of many little French- 
men far outweighed the gains of the fortunate few in Latin 
America.*® 


Glancing again at Table 3 one will observe that nearly 90 
per cent of the total French capital in Latin America at the end 
of 1913 was invested in Argentina, Brazil, and Mexico. The 


control of the line from Rosario to Puerto Belgrano. Their biggest railway 
investment in Mexico was in Ferrocarriles nacionales, a system controlled 
by the Mexican national government since 1909. Special Agents Series, 
No. 169 (Washington, D. C., Dep’t of Commerce, 1918), pp. 162-163, indi- 
cates that they had investments in at least nine railroad organizations 
in Brazil. 

36 Special Agents Series, No. 212 (Washington, 1922), p. 301. 

37 Copper Handbook, XI (1912-1913), 132-133. 

38 John R. Southworth, Official Directory of Mines and Estates of Mexico 
(Mexico, D. F., 1910), pp. 129-130. 

39 Ysabel F. Rennie, The Argentine Republic (New York, 1945), pp. 
200-02, 259-261. 
40 See note 25 above. 
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investment in both Argentina and Brazil was mainly in rail- 
ways, government securities, banking, agriculture, and trading 
firms; in Mexico, the same distribution prevailed, with heavy 
investments in mining and manufacturing added. French cap- 
ital in the railroads of Brazil may have been even larger than, 
Table 3 indicates, depending upon the French share of the total 
invested in what were generally known as “Belgian railways.” * 
Frenchmen are said to have held investments as early as 1910 
in 47 major enterprises in Mexico: mining, 16; banks and other 
finance, 10; manufacturing, 10; railroads and public utilities, 6; 
agriculture and other activities, 5.42 Their enterprises were 
probably less numerous but larger, on the whole, in Argentina 
and Brazil.** 


With reference to the rest of the countries, little comment 
seems necessary in this summary. The French investment in 
Chile was mainly in government securities, banking and insur- 
ance, mining, agriculture, and commercial establishments; in 
Uruguay the investment was of similar character except for 
mining; Paraguay: banking, commerce, ranching and forestals; 
Peru: government bonds, public utilities, mining, real estate, and 
some capital in the Peruvian Corporation, Limited, and there- 
fore in railways; Bolivia: largely in government bonds, mining, 


41 A, P, Winston, in an article entitled “Does Trade Follow the Dollar?”, 
American Economic Review, XVII (1927), presents a good discussion of 
railway ownership in Argentina, Brazil, and Chile, and states, among other 
things, that the Franco-Belgian railways represented about 36 per cent 
of the railroad mileage of Brazil at that time and that the French alone 
controlled another 10.3 per cent. 

42 Economiste Européen, XLV (1914), 140-142. This is the only detailed 
analysis of French investments in any of the Latin-American countries I 
have been able to locate in French sources. The companies, with the capi- 
talization of each, are mentioned by name. The French investment in 
manufacturing, mainly textile mills, was probably larger in Mexico than in 
any other Latin-American nation. 

43 The major French investments in economic enterprises in both Argen- 
tina and Brazil were in railroads, port works, banks and finance, and agri- 
culture and related activities. Consult A. B. Martinez and M. Lewandow- 
ski, L’Argentine au XXe Siécle, (Paris, 1912), pp. 437-488. South Ameri- 
can Journal, LXXIX (1915), 167, says that a French official estimated 
French investments in Brazil at 4 billion francs at that time. 
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public utilities, and agriculture (including extraction of forest 
products) ; Ecuador: government-guaranteed bonds and com- 
mercial enterprises; Colombia: mainly in government bonds, 
mining, and commerce; Venezuela: government bonds, railways, 
and mercantile firms. Excepting Haiti and Costa Rica, where 
French capital was invested largely in government bonds, the 
investment in the smaller republics of the Caribbean area was 
mostly in agricultural enterprises and commerce. 


Viewing Latin America as a unit, it is obvious, if the figures 
in Table 3 are approximately accurate, that the major invest- 
ments of French capitalists were in government bonds, railways, 
financial organizations, various types of: real estate, a few public 
utilities and manufacturing plants, and numerous trading 
firms. The investment in mercantile establishments, finance, 
real estate, and government bonds was probably the most widely 
distributed. The investment in railways was confined to four 
or five countries and the investment in mining to five or six. 


III 


Largely because of the impact of the first World War, French 
investments in Latin America, reckoning their value in the more 
stable currencies of England or the United States, rapidly de- 
clined. The fall in the exchange value of the franc sharply re- 
duced dividends in all instances in which the gold clauses of 
contracts could not be upheld and made it profitable at the same 
time for Latin-American countries to pay off French debts in 
paper francs when this could be done legally and conveniently.** 
Moreover, economic conditions in France immediately after the 
war and again after the world depression did not, in general, 
favor foreign investment. The aggregate nominal value of 
French capital in Latin America at the end of 1938 was prob- 
ably considerably more than 11 billion francs, but it is impor- 
tant to bear in mind that the value of the franc had dropped 


44 Trade Information Bulletin, No. 656 (Washington, D. C., Department 
of Commerce, 1929), contains an illuminating discussion of French efforts 
to avoid losses arising from the diminishing value of the franc in the 
international exchanges. 
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decidedly since 1913. In terms of the United States dollar, 
which had also been reduced in value in the 1930’s, it had fallen 
from nearly twenty cents to around four cents. The figures 
in Table 4, which presents estimates of French capital in the 
Latin-American countries at the end of 1938,*° should be divided. 
by eight before reaching any conclusions regarding the trend 
of French investment since 1913 (see Table 3.) * 

45 This table is based primarily upon data presented by Cleona Lewis, in 
Debtor and Creditor Countries: 1938, 1944 (Washington, D. C., 1945), p. 61. 
I have, however, carefully checked her figures with such information as I 
could locate in the investment manuals cited in these notes. 

46 The franc of 1913 was equivalent to 32.8 cents in the United States 
currency of 1938 while the franc of 1938 was worth about 4 cents. 


TABLE 4 


French Investments in Latin America, End of 1938 
(Thousands of Francs) 


Country Government Economic 

Total Securities Enterprises 
Aveontima —........ 4,000,000 125,000 3,875,000 
TINIE scxsc uenesusinnesiinnain MB B0G kien 133,000 
OI iin i caihceaaledi 3,357,000 2,357,000 1,000,000 
ia aah 430,000 190,000 240,000 
Colombia. ......... 90,000 72,500 17,500 

rae ......... 72,000 ( ?) 72,000 (2) 
Parasuay ......... co 175,000 

ati a lait tie 125,000 ( ?) (?) (?) 
NE ictstaceen 310,000 137,500 172,500 
Venezuela ________ a —sCi«sC sii 3,000 
ai: 2,275,000 2,125,000 150,000 
Central America __ 145,000 5,000 140,000 

Island Republics __ 225,000 (?) (?) 
SE Seniccienicecniaies 11,340,000 5,084,000 5,906,000 


Information on French investments in Latin America after 
1938 is very scanty. Considerable “flight capital” may have 
entered the region during the following decade, but French 
assets were frozen during World War II in order to prevent their 
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utilization by the Nazis. 


Table 5 is based mainly on estimates 


made by the Office of Strategic Services.*’ 


TABLE 5 


French Investments in Latin America, 1943 
(Thousands of Francs) 


Country 
Total 


Argentina ___ 4,811,400 
Bolivia 212,000 
i 3,186,560 
384,600 

Colombia ____ 121,600 
Ecuador ___~ 8,400 
Paraguay _.. 150,000 
125,000 

Uruguay ____ 417,800 


Venezuela ____ 3,000 ( ?) 


South America _____ 
Other Latin America 
Total Latin America 


Country 
Total 


1,444,800 


Costa Rica __ 120,000(?) 


Cuba 128,000 
Dominican Rep. 200 
E] Salvador __ 53,800 
Guatemala __ 400 

32,800 
Honduras ___ 280 
Nicaragua ___ 1,800 


Panama ____ 59,240 (?) 


_.... 9,420,000 
2,841,320 
12,261,320 


Stated in francs, French investments may well have reached 
their peak in Latin America in 1943, since any subsequent addi- 
tions resulting from flight capital were probably more than 
cancelled out by sales of economic enterprises and redemption 
of government bonds. The aggregate of French capital in the 
region, according to the rough estimates presented in this sum- 
mary, rose from 3.2 billion francs in 1902 to around 8.4 billion 
in 1913, approximately 11.3 in 1938, and 12.2 billion in 1943. 
Converted into United States currency, however, the value of 
French capital in Latin America steadily declined after the first 
World War, shrinking from some $1,600 million in 1913 to ap- 
proximately $450 million in 1938 and around $306 million in 
1943. 


47 This is a manuscript on file in the State Department of the United 
States. I have converted the dollar figures into francs at the rate of 40 
francs to the dollar. 
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The major investments of French capital in Latin America 
in 1943, as in 1902, 1913, and 1938, were in Argentina, Brazil, 
Mexico, Uruguay, and Chile. The important variations in the 
distribution among the other countries during the four decades 
eccurred in some of the Caribbean republics. The sharp decline 
in Colombia was caused by the liquidation and sale of the canal 
company and its subsidiary railway and the secession of Pan- 
ama. Venezuela paid off all of its foreign debts between 1909 
and 1931; and in Haiti, the Dominican Republic, and some of 
the other small countries of the Caribbean, capital from the 
United States was substituted for French and other European 
capital during the years following 1905.*§ 

The ostensible increase in the value of Latin-American gov- 
ernment securities held by the French—namely, the increase 
stated in terms of the declining franc—demands a word of com- 
ment. In the first place, the figures set down in the tables for 
1913 and 1938 are merely rough estimates based on par values, 
the most intelligent surmises that could be made. In the second 
place, they include some government-guaranteed bonds, espe- 
cially railway securities in Mexico. Third, for the year 1938 
gold franc bonds of Ecuador and Brazil are stated in paper 
francs.*® Fourth, after the decline of the franc set in, the 
Latin-American countries, and some of the foreign-controlled 
corporations as well, seem to have concentrated on the servicing 
of French securities in paper, instead of gold, francs rather 
than on the redemption of the securities. 

Although some new French capital may have fled to Latin 
America during the months following the termination of World 
War II, there is little doubt that it was far more than counter- 
balanced by liquidations, sales, and redemptions. In the case 


48 J, Fred Rippy, The Caribbean Danger Zone (New York, 1940) pp. 149- 
240, and authorities cited. 

49 The gold franc investment in Brazil was 229,000,000; in Ecuador, 
according to the claims of the French, it was some 9,000,000. I have mul- 
tiplied these sums by eight in each case. Besides government bonds, there 
were probably other small investments in Ecuador, but these have not been 
included in Table 4. Estimates for the investment in government bonds 
are so incomplete for the year 1943 that no attempt was made to list them 
separately. 
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of Argentina, for instance, the outstanding balance of the Prov- 
ince of Buenos Aires Public Works loan of 1910, some 36 million 
francs, was called for redemption late in 1945, and the three 
French railways, in which nearly 692 million francs were in- 
vested, were purchased by the Argentine government in 1946 
for slightly less than 183 million Argentine paper pesos.°° A 
similar process of nationalization was in contemplation or ac- 
tually under way in Brazil, Chile, Uruguay, Mexico, and perhaps 
some of the other countries. It is therefore a fairly safe as- 
sumption that French holdings in Latin America were reduced 
to around $200 million by the end of 1947, or about an eighth 
of their value, in United States currency, at the close of 1913, 
without taking the devaluation of the dollar into account! 


It is likely that most of the French capital invested in Latin 
America yielded scant returns after 1920 and especially after 
1929. This was certainly true, for instance, of at least three 
Brazilian investments: over 57 million francs in the Brazil Rail- 
way Company, more than 100 million in the Port of Para, and 
approximately 100 million in the docks of Bahia. The first two, 
in highly speculative Farquahar enterprises, were bad risks 
from the start.*: Investments in Mexican government bonds 
and railways are further illustrations. The railroads of Mexico 
seldom paid full dividends after 1911; dividends on Mexican 
government securities were rare after 1913 and both principal 
and interest were scaled down in the 1940.’s.°? 

In the entire history of international investments since the 
beginning of the nineteenth century it would be difficult to find a 
more impressive example of loss and calamity, especially for the 


50 Stock Exchange Official Year-Book, 1946 (London), p. 171; Moody’s 
Manual; Railroad Securities, 1947 (New York), pp. 928, 924. 

51 These totals represent par values of outstanding securities. The 
dividend record of these three enterprises can be traced in the manual cited 
in the preceding note. 

52 Stock Exchange Year-Book for the years following 1911 sets forth the 
dividend record of the leading railways of Mexico. The name of this 
manual was changed to Stock Exchange Official Year-Book in the 1930’s. 
For the story of Mexican government bonds, see Council of the Corporation 
of Foreign Bondholders, Seventieth Annual Report (London, 1943), pp. 
215-222. 
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passive little investor, than is exhibited by French investments 
in Latin America. Frenchmen of moderate means who placed 
their savings in this region, and in the end nearly all French 
investors, encountered an unhappy fate. They paid dearly for 
such benefits as may have accrued to French promoters and in- 
vestment bankers, French managers of enterprises operating in 
Latin America, and French manufacturers and exporters. And 
this was emphatically true of French investors who placed their 
savings in almost any of the countries except Argentina, Uru- 
guay, Chile, Costa Rica, and possibly Brazil, Paraguay, Bolivia, 
and Cuba. In the case of at least the majority of the Latin- 
American nations one may well doubt that the French economy 
as a whole derived any benefit whatever from this outflow of 
capital. The record is filled with interferences, defaults, ex- 
propriations, reclamations, protests, diplomatic disputes, disap- 
pointments, and calamities.** In later years, when conditions 
in Latin America, in spite of the growing nationalistic senti- 
ment, were probably somewhat more favorable, two world wars, 
a global economic depression, and the rapid decline of the franc 
speeded the tragedy toward a swift termination. 


53 This statement is amply supported by the reports of the British Coun- 
cil of the Corporation of Foreign Bondholders and the French Association 
Nationale and by the numerous claims conventions and the records of the 
commissions established to carry out their terms. The sources are too 
numerous for citation here; but at least four references will be mentioned: 
(1) Jackson H. Ralston and W. T. A. Doyle, Venezuelan Arbitrations of 
1903 (Washington, D. C., 1904); (2) the volume by the same authors cited 
in note 23; (3) Jacob H. Hollander, Debt of Santo Domingo (Washington, 
D. C., 1905); (4) Edgar Turlington, Mexico and Her Foreign Creditors 
(New York, 19380). 





he Quality of Coffee: 
Gs a History 
By Robert Carlyle Bayer 


American after-dinner conversation has a persistent way 
of drifting to discussion of the relative merits of various brands 
of coffee. It may be a very frivolous form of escape conver- 
sation, but it also reflects a general, curious interest in a tan- 
talizing subject. The consumer has begun to wonder why he 
prefers one brand of coffee to another and why he pays more 
for it. Roasters have begun to answer consumer curiosity with a 
variety of half-truthful slogans designed to give some hints 
without divulging trade secrets. Now that “shade grown” is 
losing its romantic appeal (perhaps as a result of the knowledge 
that over fifty percent of the world coffee supply is grown in 
the shade and most of the coffee bushes would die if they 
didn’t have shade), advertisers are beginning to identify some 
of the coffee growing areas that happen to have melodious names. 


As consumers, United States coffee drinkers have the natural 
desire to be informed and discriminating in their taste. But 
from the point of view of Latin American coffee producing 
countries in whose foreign trade coffee bulks large, the prob- 
lem of quality has naturally assumed far more important and 
serious proportions. Each country, desiring to maximize its 
foreign exchange balances, has been eager to obtain every 
possible price advantage for its principal product in the for- 


* The author was the recipient of a State Department grant, 1946-1947, 
which permitted him to carry on research study in Colombia on the history 
of the coffee industry. 
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eign markets. In the case of coffee, unfortunately, the prob- 
lem of obtaining better prices by improving quality has stumbled 
over the problem of determining what constitutes quality. 

The truth of the matter is that nobody knows precisely 
what makes quality in coffee. The only index of quality is price; 
the price differences among various coffees reflect to a large 
extent consumer demand; and consumer demand depends on 
such a variety of variables that “coffee quality” can never be 
spoken of in absolute terms. 

The story of how the general quality of coffee has been 
improved is the story of the gradual drawing-together of pro- 
ducing and consuming countries and of the exchange of infor- 
mation between broker and grower. When traders and im- 
porters in the green coffee markets passed back to the pro- 
ducing countries their close observations on coffee prices, 
alert farmers and exporters seized upon the information and 
sought to encourage those cultivation and processing practices 
which apparently were reflected in higher prices abroad. 

It is not the purpose of this paper to discuss the consuming 
market or the evolution of the system by which quality has come 
to be appraised on the principal world exchanges. Nor is it 
the intention here to consider those factors of quality, such as 
roasting and packaging, for which consuming countries are 
responsible. The purpose is rather to indicate, first, how one 
important coffee producing country became nationally aware of 
the explanation of quality,—how strangely retarded it was in 
recognizing what, in reality, was the most important natural 
source of wealth the country possessed. The second purpose 
is to suggest how quality in coffee, far from being the simple 
concept popular in the consumer’s mind, has been such an 
elusive substance that even when the national economy rests 
upon it and national self-interest demands the most careful 
scrutiny, it still retreats from definition and can never be re- 
ferred to in absolute terms. 

The Republic of Colombia lends itself to study not only 
as the perfect example of a coffee-dependent economy but at 
the same time as the most important of the high-quality coffee 
producing countries. It is the largest producer of “mild coffee” 
(café suave—a term applied to most non-Brazilian coffee) and 
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is second only to Brazil in total coffee production. Coffee made 
its first appearance in Colombia about 1740, but it was not 
exported in appreciable quantities until the middle of the 19th 
century. About 1885 it assumed a place at the top of the export 
list which it has never since relinquished. In no recorded 
year since 1894 has coffee represented less than 38 percent 
of Colombia’s total exports while during three fourths of that 
time it has constituted over 50 percent. 


To understand how Colombia has appraised the quality of 
its coffee from early times, it is necessary to recognize the part 
played by patriotism and local pride. The pride that comes from 
producing something with distinction has led every coffee pro- 
ducing country in the Western Hemisphere to claim the very 
best as its own. In the same way every coffee producing corner 
in Colombia and every Colombian cafetero has claimed his own 
as the world’s finest. The uncommercialized sincerity of these 
claims can certainly never be doubted. As long as the Colom- 
bian grower lived in comparative isolation and until the world 
coffee market became well organized, every Colombian grower 
could make the most extravagant of claims with impunity, since 
the only judge of quality in his opinion was an appeal to per- 
sonal taste. He could afford to ignore more scientific explana- 
tions of quality. Another very understandable reason for the 
association of coffee with national pride in Colombia is that 
coffee, unlike many other countries’ principal exports, such as 
petroleum, copper, tin and wool has always made an immediate 
appeal to the aesthetic appreciation of the foreign consumer. 


Notwithstanding his tendency to boast, the Colombian grower 
was justified in emphasizing location of growth as a basis of 
coffee quality. It was the first determinant of quality to be 
recognized partly because, as a concept, it was supported by 
local pride; partly because the unambitious and unscientific 
farmer preferred to think that the quality of product was de- 
pendent on factors over which he had no control; and partly 
because location was generally the only information the foreign 
market had about any particular shipment. 


1 Official Colombian statistics gathered from a variety of Government 
sources. 
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Growers from isolated mountain sides of Colombia thus 
began in the second half of the 19th century to evaluate coffee 
quality, basing their judgments on the concept of location and 
supporting them, where possible, by foreign importers’ com- 
pliments which were occasionally passed on by Colombian 
exporters. : 


An hacendado from the small and remote community of 
Ubala in the Eastern Cordillera wrote of the local coffee in 
1878 that “its quality is of the best known in our country and 
the most demanded in Europe.” ? A neighbor at Gachala wrote 
of their “famous plantations of coffee.” * Felipe Pérez in his 
great economic geography called the coffee of Popay4n (which 
today ranks very low) “as delicious as that of Mocha.” * From 
one Antioquia observer in 1878 came the report that coffee from 
the district of Angostura had been sent to Europe and had been 
pronounced almost as good as Mocha.® “The coffee of Muzo 
(near the emerald mine of Boyac4) is,” wrote another, “accord- 
ing to general opinion, one of the best in the world.”® Near 
Fusagasug4, the coffee “has no equal in Colombia.”* In Gua- 
duas on the trail from the Magdalena River to Bogota, a French 
traveler in 1881 looked about at the coffee, drank a few cups, 
doubtless listened to the proud claims of local growers, and 
recorded in his chronicle the judgment that “three-fourths Gua- 
duas and one-fourth Mocha . . . would make a drink capable of 
shaking old Voltaire in his tomb.’ § 


The relationship between altitude (as a factor of location) 
and quality was first pointed out in a scientific way by Indalecio 
Liévano, eminent railroad engineer, who conducted experiments 


2 Letter of Celestrino Castro. April 10, 1878. Carrasquilla, Juan de 
Dios. Segundo Informe anual que presente el comisario de la agricultura 
nacional el poder ejecutivo para conocimiento del Congreso. Bogota. 1880. 

3 El agricultor, 1881. Bogota. 56. 

4 Maya, M. Geografia de la Provincia de Popayan. 51. Quoted from 
Felipe Perez, Geografia general, fisica, y politica de los Estados Unidos de 
Colombia. Vol. I, 167. 

5 Letter of Pascasio Uribe. Nov. 19, 1878. Carrasquilla, op. cit. 93. 

6 Letter of Felipe F. Paul. Dec. 22, 1878. Ibid. 50. 

7 Letter of Tadeo Garcia. Dec. 4, 1878. Ibid. 135. 

8 Cane, Miguel. En viaje. 1881-1882. 183. 
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on his hacienda Betania near Fusagasuga in the 1860’s. The 
theme of his little folleto published in 1868 was to prove that 
coffee grown at higher altitudes brought better prices in the 
foreign markets and much higher profits. The truth of his 
conclusions was learned the hard way by many contemporary 
growers who carved out their plantations at elevations that 
were either excessively high or excessively low—where tempera- 
ture and rainfall operated against successful coffee culture. One 
of the most unhappy of Colombia’s coffee experiences was the 
attempt to make use of the broad low plains, where tropical 
and semi-tropical weather conditions prevailed, by introducing 
the Liberian species of coffee. In 1879 Congress authorized 
the purchase of 27,000 Liberian trees (as well as seeds). 
Those plants that survived the hardships of transportation were 
distributed to the most likely growing areas, but they never 
made any headway. Overproduction of coffee in the 20th century 
took away all incentive to the cultivation of the Liberian species, 
and today its export has been made illegal. Colombian national 
interest forbids the vitiation of the high-quality, high altitude 
café arabica with its Liberian relative. 

A second discovery concerning quality to be made by early 
coffee growers was that price depended on appearance, which 
in turn depended mainly on the cultivation and preparation. 
Since the 1880’s there have been no startling discoveries or 
scientific inventions affecting the cultivation or processing of 
coffee in its early stages. All the machines that are used today 
to produce coffee in parchment (the bean left in the paper shell) 
existed (although in a less perfected stage) on Colombian 
haciendas in the last 19th century. The cleaning or the removal 
of the parchment and the sorting of coffee have come to be 
handled today in large centralized establishments owned by ex- 
porters; but this is the only stage in the processing of coffee 
where machinery has generally raised quality at the same time 
that it has effected economies of large scale production. More 
important than machinery has been the care taken in all the 


9 Lievano, Indalecio. Instruccion popular sobre meteorologia agricola 
especialmente sobre el anil y el cafe. Bogota. 1868. 

10 Archivos del Congreso (Bogota). Senado. Antecedentes de leyes 
I. 1879. Vol. 1, 40. 
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stages of depulping, washing, drying, classifying, and cleaning. 
Early growers came to appreciate through market behavior the 
importance of carefulness, including such factors as length of 
fermentation period, method of drying, and the protection of 
the bean during threshing. The oldest growers had available 
to them all the knowledge and equipment necessary to produce 
the highest quality coffee. One careful agent in La Mesa in 
1879, for example, refused to accept coffee that had not been 
picked over by hand. Yet the general recognition of the import- 
ance of careful preparation can hardly be regarded as accom- 
plished even today. As late as 1929, a German importer referred 
to “the bad appearance of Colombian coffee compared with the 
excellent mild coffees of other countries... .” 1 

Location and appearance then were two unmistakeable keys to 
quality according to the early experience of coffee growers. This 
observation was confirmed by practices of the European market, 
which in the 19th Century was better known by large Colombian 
cafeteros than that of New York, and where it has always been 
the custom to grade coffee according to appearance. Yet it was 
also known that quality could not be explained so simply, for 
some characteristics of coffee were not apparent from either 
appearance or knowledge of origin. In New York, where the 
“cup test” has always provided the basis for classification, these 
less evident sources of body, flavor, and aroma were detected. 
For example, the effect which pruning the coffee bush exerts 
on quality has been a matter of controversy among growers since 
the 1860’s. Shade, another subject of debate, was almost unani- 
mously adopted as a necessity of healthy growth. The import- 
ance of loose volcanic soil was recognized by one Colombian 
commercial house in 1869.12 A most important factor in quality 
not always discernible from appearance was the selective gath- 
ering of ripe berries. Unlike the Brazilian picker, who strips 
each branch with a single movement of the arm, the Colombian 
chapolera leaves the green berries on the bush for a later harvest 
and thus avoids an element of bitterness in taste. A British 


11 Revista cafetera de Colombia. Vol. 2, Nos. 11 and 12. Sept. and Oct., 
1929. From Review No. 508 of Riensch and Held, Hamburg. July 6, 1929. 
12 Boletin industrial. Revista de la Casa de Pereira Gamba i Cia. 


Bogota. 1869. 
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student of Colombia in 1822 observed that “perfect maturity 
is an essential requisite of good coffee.” 1° 


All these hints as to the derivation of quality were known 
in the 19th century by a few well-informed growers. On the 
basis of Colombian experience Mariano Ospina Rodriguez, one 
time president of Colombia, had written his folleto on coffee 
production in 1880, and Nicolas Saenz had published his stan- 
dard manual by about 1891.14 Yet the mass of producers con- 
tinued to grow coffee by the laziest, most convenient, and most 
uninformed methods. While the market was good, farmers 
could afford to work with traditional carelessness and to ignore 
the knowledge of what constituted high quality. But when 
Brazil began to produce its enormous crops in the early 20th 
century and particularly after 1927 when prices collapsed to 
an unheard of low, the entire national economy hung on those 
price advantages that only quality coffee could command. 


Out of the world coffee depression appeared the incentive 
which compelled Colombian producers as a whole to examine 
quality and to standardize its definition. The National Federa- 
tion of Coffee Growers of Colombia, organized in 1927, estab- 
lished, in 1932, the first legal classification of coffee in Colom- 
bian history.5 The decree of 1932 was far more than a mere 
codification of those commercial descriptions of coffee that had 
grown up haphazardly on the foreign markets since the middle 
19th century. It represented an elaborate effort both to pro- 
tect Colombian coffee against poorer foreign coffees in the 
world market and to protect the domestic producers of good 
coffees against those domestic producers who shipped inferior 
coffees but who aimed to obtain equally good prices by hiding 
behind and taking advantage of reputations established abroad 
by good producers. The 1932 law protected the Colombian 
producer against plagiarism by inferior competitors in the same 
way that the National Food and Drugs Act of 1906 protected 








13 Walker, Alexander. Colombia. London. 1822. Vol. 2. 64. 

14 Saenz, Nicolas. Memoria sobre el cultivo del cafeto. Bogota. 38rd 
Ed. 1893. 

15 Described in Decreto 1461, Sept. 6, 1932. Federacion nacional de 
cafeteros de Colombia, Compilacion cafetera, 1939. Bogota. 1939. 
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the United States consumer against the misbranding of cheap 
coffees as “Java” or “Mocha.” 

The interesting fact is that the definition of quality implicit 
in the standardization decree of 1932 rested on the gradually- 
evolved concepts of location and appearance. The decree divided 
the entire coffee growing region of Colombia into geographi¢al 
areas, located their boundaries, and specified that the name 
assigned to each area was to be borne by all coffee produced 
there. Appearance was classified according to nine types of 
cleaned coffee and four types of parchment. 

Coffee growers have always had the reputation in Colombia 
of being a most complaining and lugubrious set of individuals. 
Their constant pessimism has become the subject of much humor- 
ous banter among fellow-Colombians. The explanation lies 
largely, I believe, in the fact that since coffee is a perennial 
plant, the owner is saddled with his investment through bad 
periods as well as good. During the prevalence of low prices, 
the grower is obliged to minimize losses by operating the farms 
rather than let them run to jungle and to trust for an even- 
tual upswing in price. In addition to this factor, however, 
there is some reason for attributing the grower’s psychology 
of uncertainty to the indefinable character of coffee quality and 
consequently to the unpredictable behavior of the market. 


This psychology was well illustrated by an episode that 
occurred in a meeting of prominent members of the Colombian 
Coffee Federation meeting at the experiment station of Chin- 
china, Caldas, in 1946.1° The proposal was made to raise the 
“quality” of Colombian coffee (and hence national income) by 
means of a scientific study of coffee quality and the rational 
application of its results. This study was, first, to determine 
the chemical composition of those coffees drawing the highest 
prices, and, second, with this relationship once established, to 
determine precisely what soils, climates, and cultivation and 
processing methods were accountable for producing coffee of 
the specified chemical composition. The proposal then was to 
encourage all Colombian coffee growers to emulate the cultiva- 
tion and processing methods which would have been ascertained 


16 Interview with Dr. Pedro J. Alarcon. Chinchinaé. Jan. 30, 1947. 
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by then to have produced coffees bringing the highest prices, 
or, that is, coffees of the highest “quality”. This appears to 
have been a highly logical and laudable effort to improve the 
industry. But the most convincing speech of the session was 
delivered against it by the respected Caldense, Sinforoso 
Ocampo. Quality, he pointed out, is not a rigid thing when it 
concerns the taste of human beings. No one could be sure 
that coffee of one chemical composition would be bringing the 
same high prices ten years later. Quality can be measured, in 
the final analysis, only by price; and price is dependent on the 
whim of the foreign consumer. Mr. John Doe in the United 
States tires of Medellin excelso and turns to an East African 
variety, the “quality” of the Medellin coffee declines and that 
of Africa rises. Coffee price history has, in fact, witnessed 
decided changes in consumer taste. Obviously it ‘would be a 
national tragedy if the Colombian coffee industry geared itself 
to a uniform production formula and then suddenly found its 
coffee prices to be sinking. In short, there was no such thing 
as absolute “quality”. Sr. Ocampo’s argument prevailed. 

For a hundred years Colombia has groped for a definition 
of its most valuable natural resource. The Colombian pro- 
ducer developed, at an early stage, a semi-conscious awareness 
of the basis for quality, managed to confuse it for a long time 
with patriotism, was forced to define it as a result of the world 
coffee depression and the need to acquire price advantage. This 
partial definition or standardization provided the basis for his 
subsequent efforts to improve quality, to protect it, and even 
(as the episode above suggests) for his dreams of controlling 
it. While United States roasters glibly ascribe coffee quality 
for the benefit of the consumer to shade, mountains, and ro- 
mantic names, the Colombian producer is a little more serious 
and careful in committing himself to any absolute concept of 
quality. 
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Case Study in Futility: 


United Fi itinns OT siitiniil 
for alii ils 


By Sim G. Alien 






The United Nations Economic Commission for Latin Amer- 
ica, established by resolution 106 (VI) of the Economic and 
Social Council on 25 February 1948, held its first session in 
Santiago, Chile, from 7 June to 25 June 1948.1 Representatives 
of the twenty Latin American republics, United States, United 
Kingdom, Netherlands and France participated in the session. 
Representatives and observers of the Specialized Agencies— 
International Labor Organization, Food and Agriculture Organi- 
zation, United Nations Educational, Scientific and Cultural Or- 
ganization, International Civil Aviation Organization, World 
Health Organization, International Monetary Fund, Interna- 
tional Refugee Organization—were also present. In accordance 
with Resolution X of the Ninth Conference of American: States 
held at Bogota, the Inter-American Economic and Social Council 
appointed three representatives “to draft an appropriate for- 
mula for the functioning of the two organizations, and to out- 
line their respective fields of activity and their general pro- 
grammes.” 


Circumstances. The circumstances under which the session 
took place were not auspicious. Preliminary efforts to define 
function as between the United Nations Economic Commission 


1See United Nations Economic and Social Council, “Rapporteur’s 
report on the first session of the Economic Commission for Latin America,” 
Unrestricted Document E/840, 9 July 1948. 
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and the Inter-American Economic and Social Council had failed 
dismally. The United States of America had not been enthu- 
siastic about creation of new machinery that seemed to dupli- 
cate already-established machinery of the Inter-American sys- 
tem. The preoccupation of the United States of America with 
European affairs, coupled with doubt as to the usefulness of 
the new commission, had caused the State Department to assign 
representatives below the top policy level to this session. 


Inside Latin America, the effects of the failure to adopt 
suitable domestic economic policies during the war and after- 
wards were becoming more and more apparent in the increas- 
ingly unsatisfactory distribution of national income and in the 
inability to achieve satisfactory increases in the volume of pro- 
duction. While the United States had been able by the peak 
wartime year to boost its volume of production 75% above 
1939, Latin America had experienced difficulty in achieving a 
25% gain since 1939—a negligible gain for an area whose 
average annual percentage increase in population was about 
2%. In some countries the distribution of income was worse 
than before the war, and correction of the maldistribution of 
income had proceeded so slowly where it had occurred at all 
that observers of the Latin American scene could still agree 
with Humboldt’s observation about 150 years before that “no- 
where does there exist such a fearful difference in the distribu- 
tion of fortune, civilization, cultivation of the soil and popu- 
lation.” Rather than face the basic economic issues of public 
policy, however, the Latin Americans again were looking abroad 
for an easy way out. 

Unfortunately, the trend of their foreign economic policies 
was contrary to the requirements of sound economic development. 
The $4 billion in gold and exchange which had been added during 
the war was fast disappearing—in many cases dissipated in 
inexcusably wasteful fashion and in most cases spent without 
regard to maximizing of the benefits to the economies. The 
flexibility and operational strength which a period of exports 
at all-time highs in volume and price gave the Latin American 
governments had not been used effectively—and now strains 
in the export picture were beginning to appear. In Mexico, 
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trade agreement negotiations with the United States were col- 
lapsing under the pressure of Mexican industrialists who be- 
lieved incorrectly that the path to higher standards of living 
lies in making goods less available and higher priced. In Co- 
lombia and other countries in which industrialists were simi- 
larly reaching for top political influence, the same tendency 
could be observed. A generation back, though he did little 
enough about it, the average well-informed, well-intentioned 
Latin American policy-maker would have agreed with Fer- 
nando Gonzalez Roa of Mexico that “no other problem can be 
attacked with success, much less solved, until we have found 
a solution to the agrarian problem.” Now a new problem of 
equal significance had arisen. But as industrialization ad- 
vanced, policy-makers had developed a blind spot and failed 
to see that unless this new problem were solved effectively 
their countries must be doomed to a permanently low standard 
of living, just as the earlier all-important agrarian problem had 
retarded economic development. 


With the same blindness to maximization of limited resources, 
funds were moving into such fields as merchant shipping, with 
the promise of preferential discriminatory legislation which 
would cloud the climate of international commercial relations 
and decrease the capital available for more productive uses. 
Argentine manipulations with an insurance law to create uni- 
laterally major changes in the international business of ocean 
marine insurance were being watched carefully by other Latin 
American countries always ready to seize on the peripheral ac- 
tivity which has such a strange fascination for the Latin Ameri- 
can policy maker. With a few exceptions, the Latin American 
countries had succeeded in discouraging the vast quantity of 
private foreign capital which had waited eagerly throughout the 
war for the opportunity to start moving into developmental 
activity in Latin America. And government-to-government lend- 
ing was bogged down in the inability to find sound projects for 
investment and in the apparent unwillingness of the Latin Am- 
erican countries to develop their borrowing potential by inde- 
pendent serious appraisal of their developmental problems. 
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Approach. The chief Chilean delegate to the United Nations, 
who originally recommended that the Economic Commission for 
Latin America be established, has written that the conferees 
addressed themselves to their work “in a mood of astringent 
realism.”? An examination of the initial statements of the 
various delegates as well as of the final resolutions which came 
out of deliberations which he described as involving “repre- 
sentatives working 18 to 20 hours a day, pondering reports, 
assembling statistics, preparing graphs and charts” lends little 
support to the concept of a realistic approach to the problem. 

The Argentine representative, for instance, led off with a 
statement that “Argentina was anxious to contribute to the so- 
lution of economic problems affecting the world, and for that 
reason the Argentine Government had supported the establish- 
ment of the Economic Commission for Latin America.’”*? Such 
a statement, following fresh on the long defiance by Argentina 
cf the pleas of the international agencies for effective movement 
of crops and for moderation in the financial strain put upon 
Europe by prices that were bleeding Europe white, was not 
calculated to create an air of realism. 

The Bolivian delegate stated that “countries which had been 
called upon to make great sacrifices in times of crisis should 
not be forced to readjust their dislocated economies without as- 
sistance such as capital and long-term credits.”* The Bolivian 
economy has been the subject of too frequent study for any 
serious economist to attribute the “dislocation” of the economy to 
the “great sacrifices” that Bolivia made in the time of crisis, 
presumably the Second World War. Nothing could be more 
unreal and ineffective, from the viewpoint of the policy maker, 
than the repeated effort of delegates at the Santiago session 
to identify century-old shortcomings of internal economic policy 
as the results of wartime sacrifices, with the implication that 


2“Latin America goes after more and bigger business,” United Nations 
World, August 1948, p. 59. 

3 United Nations Economic and Social Council, Unrestricted Document 
E/CN. 12/SR. 7, 11 June 1948. 

4 United Nations Economic and Social Council, Unrestricted Document, 
E/CN. 12/SR. 8, 11 June 1948. 
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responsibility for the present situations should be assumed by 
the United States. The Bolivian delegate delivered a plea too 
for some sort of parity system for Latin American exports such 
as the United States supports for producers of certain food- 
stuffs at home. The subject was by no means new, since at 
Bogota the states had “reaffirmed their resolution that, as a 
general policy there should be taken into account the need to 
compensate for the disparity that is frequently noted between 
the prices of raw materials and the prices of manufactured 
products, by establishing the necessary balance between them,’’> 
and the United States had entered a ‘“‘formal reservation” to 
that paragraph. 


Again, the initial address by Alberto Baltra Cortes, Chilean 
Minister of Economy and Commerce, labored in the traditional 
fashion the “enormous natural resources and the abundance 
and wealth of our surplus of raw materials .. . the fertile lands, 
rich soil, almost unexploited waters, extensive and diversified 
forests, formidable hydro-electric potentialities .. .”° Yet, sober 
analysis of Latin America’s economic potential has already 
advanced sufficiently to cause many economists to conclude 
that the real contrast in Latin America is not between fabu- 
lous potential and meager reality but rather between fabu- 
lous dream and meager reality. The Latin Americans may not 
be ready to accept William Vogt’s conclusions that “with the 
possible exception of Argentina and Brazil, the countries to 
the south of us are fundamentally and inescapably so poor that 
a living standard approaching that of the United States is 
unattainable.”” But they can get nowhere by concealing the 
limitations of their physical resources from themselves—and 
are certainly not approaching their task with “astringent re- 
alism” while they live in a dream world. 


5 Chapter 1, Article 3, Paragraph 2 of the Economic Agreement signed 
at Bogota. 

6 United Nations Economic and Social Council, Unrestricted Document, 
E/CN. 12/17, 7 June 1948. 

7 William Vogt, “A Continent Slides to Ruin,’ Harper’s Magazine, June 
1948. 
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Finally, the tendency of various delegates to attribute to 
the war the low quality of Latin America’s industrial plant and 
the inability to finance industrialization at a more rapid pace 
simply has no basis in fact. The idea that the small industrial 
development before the war had reached a level of efficiency that 
was destroyed by the war and post-war developments simply 
does not jibe with the character of the plant before the war 
and with the overall industrial picture in Latin America today. 
And anyone who worked on Latin American financial problems 
before the war must quickly dismiss the thought that the war 
destroyed capacity to finance industrialization rapidly. The 
gutter of recurring exchange crises is a familiar one to most 
Latin American nations. 

Nowhere in the discussions does there appear to have been 
expressed any serious understanding of the basic question: 
Why have the Latin American economies failed to function at 
higher levels of efficiency? Nowhere was there a serious effort 
to relate internal economic policies to the developmental prob- 
lem. We can thus dismiss the idea that the Commission’s de- 
liberations proceeded in realistic spirit and can turn hopefully 
to analysis of the “accomplishments” of this first session. 

Definition of Function and Inter-Agency Relationships. In 
the United States Government, the Roosevelt Administration had 
familiarized everyone with the practice of establishing a new 
agency alongside an existing agency whose work had been un- 
satisfactory, when the alternative and superior practice was to 
dismiss the ineffective officials and staff the old agency with 
competence. The State Department was particularly familiar 
with this practice, since dissatisfaction with its work had 
caused the Administration repeatedly to create competing ma- 
chinery. There was good reason, therefore, for the United 
States Government to be suspicious of a carryover of this bad 
administrative practice to the international field. Nevertheless, 
on the theory apparently that the Latin Americans wanted 
the new commission, that the cost would be small, and that 
it probably would not do any harm even though it was unlikely 
to accomplish anything, the United States went along with 
creation and maintenance o fthe Commission, and its delegate 
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in the expansive atmosphere of Santiago even suggested that 
“the Economic Commission could make a significant contribu- 
tion . . . without duplicating the work of the Inter-American 
Economic and Social Council.’’§ 


There was continuing uneasiness regarding the necessity or 
lack of necessity for the new agency, and finally the Latin 
Americans came up with a meaningless delineation of function 
under which the work of the Economic Commission for Latin 
America would be directed “‘more especially towards the extra- 
continental aspects of Latin American economic problems and 
to aspects related to the urgent problems arising out of the 
world and the world economic maladjustment” while the Inter- 
American Economic and Social Council would work towards 
“maintaining and strengthening the economic relations of the 
Latin American countries both with other countries of the world 
and among themselves.” This gibberish was accompanied by 
instructions to the two groups to “maintain continuous liaison, 
avoid prejudicial duplication, obtain maximum collaboration, 
exchange officers on a mutual basis.”’ Significantly, the effort 
to set up distinct function was so pathetic that it broke down at 
the very same meeting in Santiago when the delegates under- 
took work on various problems. In summary and in all serious- 
ness, it comes down to this: Two agencies are to function side 
by side on a function that is not understood by either or by the 
top-level group that created both; liaison in itself has been con- 
verted into a major function for both groups. Outside of the 
possibilities which the arrangement offers for creating more 
jobs, the merit of the duplication in machinery remains to be 
proved. 


The same problem of duplication arose in the case of the 
Caribbean Commission, and again the problem was solved not 
by attacking the basic issue, namely, whether or not there was 
a need for the Economic Commission, but rather by resolving 
to encourage liaison and coordination between the two bodies. 


8 United Nations Economic and Social Council, Unrestricted Document, 
E/CN. 12/SR. 8, 11 June 1948. 
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With respect to the Specialized Agencies, the Colombian 
delegate on June 9 pointed out that the Commission should be 
interested in learning “if the specialized agencies had accom- 
plished any useful work . . . those agencies had greatly multi- 
plied in recent times, but their usefulness had not yet been ascer- 
tained. ... Indeed, the question might arise as to whether 
their existence was justified.... The maintaining of specialized 
agencies represented substantial additions to some of the na- 
tional budgets.’ Quite naturally since they individually lacked 
the capacity to challenge creation of new agencies, the Special- 
ized Agencies concerned themselves primarily with protecting 
themselves against raids upon their functions. The Food and 
Agriculture Organization moved in quickly to accept responsib- 
ility for preparation of the sections of the economic survey 
relating to agriculture, forestry and fisheries, and accepted the 
establishment of a joint working party. What contribution 
the new Commission could make, what FAO could now do 
that it could not have accomplished without the inter-agency 
setup, must remain a mystery. Similarly, the World Health 
Organization pointed to its readiness and ability to handle any 
work on the health problem. Again, the Statistical Office of the 
United Nations and the Specialized Agencies furnished dele- 
gates with a memorandum indicating that although the terms 
of reference of the Economic Commission for Latin America per- 
mitted it to “undertake or sponsor the collection, evaluation 
and dissemination of such economic, technological and statis- 
tical information as the Commission deems appropriate,” the 
collection of basic statistics had already been made the pri- 
mary responsibility of the Statistical Office of the United Na- 
tions, and definitive arrangements respecting statistics to be 
collected by each Specialized Agency and by the United Nations 
had already been worked out and become effective. The Eco- 
nomic Commission for Latin America thereupon resolved to 
express its gratitude for the work being done to standardize 
and improve international statistical methods. Similarly, noting 


9 United Nations Economic and Social Council, Unrestricted Document, 
E/CN. 12/SR.4, 9 June 1948. 
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that the Commission’s terms of reference included the function 
of “expert assistance and technical training,” the Secretariat 
of the United Nations Economic and Social Council prepared a 
memorandum that is almost a solicitation for use of its existing 
facilities in this respect. Again, a matter of facilities that 
could be available for use whether the new Commission existed 
or not. In the all-important field of finance, the Commission 
asked that it be permitted to collaborate with the International 
Bank for Reconstruction and Development, reminded the Bank 
that the clause in the Agreement between the United Nations 
and the Bank provided that agencies of the United Nations 
might make recommendations on technical aspects of recon- 
struction or development plans, and expressed the hope that 
when the Commission had completed an economic survey of 
Latin America, the Bank would consider the findings in the 
course of developing its credit policy. It has been the experi- 
ence of United States Government lending agencies that general 
informational surveys undertaken outside the financing agen- 
cies do not contribute largely to the development of lending- 
policy, and that the closer to the agency with money and the 
more specific the terms of reference of the survey with respect 
to proposed credits, the more valuable the survey is likely to be.?° 


Throughout the organizational structure, from the informa- 
tion-collecting agencies like the Statistical Office to the action 
agencies like the International Bank, the Commission found 
itself a fifth wheel on a four-wheel vehicle. The objective of 
the organizational structure, one would assume, is to assure 
effective performance of function by the group best equipped 
to undertake it. Yet, the creation of the Economic Commission 
had distorted the objective to one of cutting in a new agency 
on function already allocated. 


It is not the cost of new agencies in dollars and cents that 
is particularly important, although as the Colombian delegate 


10 Technicians of the United Nations Economic and Social Council who 
had been coming into Washington to consult with the Fund and Bank in 
the search for function had found little awareness of any need for their 
participation and a distinct unwillingness to share function. 
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noted, the expenditure for some countries is becoming substan- 
tial. The continued spreading out of the short supply of highly 
trained personnel is a more important result. And the barriers 
to effective discharge of function which are created by super- 
fluous liaison activity at every level are definitely important. 
Above all, public confidence in the whole United Nations ap- 
proach is likely to be lost if the multiplicity of agencies be- 
comes such that they compete openly for limited function. The 
Latin Americans should be too familiar with the evils of em- 
pleomania, i. e., the monomania (as Bazaine called it in Mexi- 
co) and craving to live at the expense of government, to be 
deliberately elevating the evil to international operation. Noth- 
ing could be more harmful than the creation of new agencies 
on the theory that “at least they can do no harm.” (It will be 
recalled that the Ad Hoc Commission on this particular com- 
mission had been impressed with the fact that “the creation 
of an Economic Commission for Latin America could not im- 
pede the program of the specialized agencies.’’) 

Specific Resolutions. The resolutions adopted on particular 
economic issues made no unique or substantial contribution. On 
the important subject of encouraging private direct investment 
from abroad, the Commission noted that the Ninth Conference 
of American States at Bogota had attached importance to the 
investment of private capital. The Commission consequently 
invited member governments to consider the benefits to be an- 
ticipated from listing of quotations of capital issues on more 
stock exchanges. On inter-governmental commodity agree- 
ments, the Commission noted that Chapter VI of the Havana 
Charter had suggested that the special difficulties that affect 
international trade in primary commodities might be avoided 
through inter-governmental agreements. The Commission con- 
sequently recommended adoption of the principles and practices 
set forth in Chapter VI, in line with a policy of supporting 
any measure likely to solve problems common to the American 
Continent. On ocean shipping, the Commission considered that 
more study of the problem, especially of the question of fair 
freight rates, was desirable. It therefore recommended a fur- 
ther study by the Transport and Communications Commission 
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of the Economic and Social Council. On credit facilities, the 
Commission appealed to the non-governmental organizations of 
the Americas to help re-establish normal credit facilities for 
replenishment of stocks and equipment. (There is some indi- 
cation that the Commission was not aware of the trends in 
credit policy since 1945.) On international payments, the Com- 
mission requested the International Monetary Fund to make a 
study of the practicability and desirability of establishing ma- 
chinery for the multilateral compensation of international pay- 
ments among the countries of Latin America as well as between 
them and the countries of the rest of the world. 


It would be only fair and charitable to say about these reso- 
lutions and the resolutions on free ports and zones, customs 
union, world economic rehabilitation, etc., that the Commission 
itself would not want to be judged by such activity. The Com- 
mission itself would have admitted that nothing new had been 
added and that in this matter it was doing nothing that could 
not be done elsewhere in the international and particularly 
the inter-American structure, certainly cheaper and perhaps 
better. 


Economic Survey. We come then to the great catch-all of the 
first session—the economic survey. In the search for function, 
the Secretariat had come up with a memorandum proposing that 
the member governments undertake the preparation on a com- 
mon basis of an economic survey to cover the events of the 
post-war years and indicating briefly the consequences of war- 
time developments upon their national economy.'! Such a sur- 
vey was designed to “provide a sound factual basis for further 
work ... to provide an opportunity to place the economic prob- 
lems of Latin America against a background of world eco- 
nomic events.” And presumably the survey would serve to di- 
vert attention from the policy issues, on which major decisions 
would one day have to be made if economic development in 
Latin America is to be accelerated. 


11 United Nations Economic and Social Council, Unrestricted Document, 
E/CN. 12/4, 28 April 1948. 
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As Washington boondogglers well know, and as the inter- 
national bureaucrats have learned to exploit fully, the economic 
survey is a very difficult thing to oppose. One never has too 
many facts, the theory runs, and to oppose the collection of data 
is sinful. It is true that there are immense gaps in our organ- 
ized data on Latin America. On the other hand, the major 
issues in policy formulation are well defined and familiar to 
most persons concerned with public policy in Latin America 
and to specialists in international economic problems who have 
had occasion to work on Latin American subjects. It was un- 
doubtedly gratifying to have the assistant secretary-general of 
the United Nations, in his farewell message to the first session, 
report that “these conversations have broadened my under- 
standing of Latin American problems.” But such educational | 
activities should be kept separate and one hopes reduced in 
cost from decisions on the main policy area of Latin American 
economic development. No volume of data collected in a 
vacuum and presented to policy makers unwilling to face the 
basic issues is likely to affect the main stream of Latin Ameri- 
can development. 

With their characteristic “astringent realism” the delegates 
at the first session of the Economic Commissio nfor Latin Am- 
erica agreed to have an economic survey made, and threw in 
for good measure resolutions asking that special attention be 
paid in the survey to immigration problems, crop insurance 
and other measures conducive to maintenance or increase of 
agricultural production, information on free ports and zones, 
import and export prices, inflation, marketing of basic raw 
materials, etc.'° Its “responsibilities” thus disposed of, the 
Commission decided to give the American Republics a chance to 
debate their economic problems at Buenos Aires before the 
Commission met again. 


Commentary. Underlying the criticism of the Economic 
Commission for Latin America as an unnecessary institutional 


12 A critic might point out that the survey would by definition of the 
Commission fall more properly to the Inter-American Economic and Social 
Council than to the Economic Commission for Latin America. 
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device, there is a fundamental policy question that must be 
faced both by the Latin American republics and by the United 
States whose positive cooperation is the objective of Latin 
American efforts to shift responsibility abroad for improve- 
ment in the efficiency with which their economies function. 
The complacency regarding the ease with which external assist- 
ance can be mobilized to cover up weaknesses deriving from 
internal economic policies is wholly unwarranted. And the 
mental stasis or deliberate planning which obstructs an in- 
telligent approach internally to improvement in the working 
of the economies is similarly unwarranted. No top-level Latin 
American government official, whether in a government of the 
left or of the right, has as yet had the courage to face the 
issue. And under a misguided conception of good-neighborli- 
ness, no United States official has as yet boldly laid down the 
challenge. Yet, successive efforts at international cooperation— 
whether they involve planning institutions or financing insti- 
tutions or a multiplicity of commissions and councils—must 
continue always to fall far short of their goals as long as they 
function alone, instead of as adjuncts to suitable internal eco- 
nomic policies. Only when the individual Latin American re- 
publics have dared outline the policy issues and reached satis- 
factory decisions on policies to be implemented can they hope 
to profit adequately from international cooperation whether 
it consists of surveys or actual financing. A listing of some 
of the policy issues may be of benefit at this point: 


(1) Against glib suggestions of expanded immigration for 
rural development the individual countries need to weigh the 
consequences of their organization of land. Almost a century 
ago, Ponciano Arriaga during the drafting of a new constitu- 
tion for Mexico put this problem well when he said that he 
had heard foreign colonization frequently discussed as a cure 
for the poverty of the country and he wondered whether Mezi- 
can colonization in the sense of redistribution of land among 
Mexicans and revision of domestic agricultural policy might 
not be an even more successful formula. 

Instead of the preoccupation with immigration which suits 
the politician who takes the easy way out by concluding that 
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“sparse population and lack of capital have made our countries 
economically weak,’’* which excited the world citizen who 
found South America the “only continent containing both a 
large temperate and a large tropical area capable of cultivation 
which still remains greatly underpeopled . . . and is therefore 
the chief resource to which the overpeopled countries may look 
as providing a field for their emigration,’* which is stimulated 
by the statistician who flourishes data on the ability of “Brazil 
to carry 1.2 billion people” and by vested interests who want 
a cheap abundant labor supply, the individual countries need 
to go behind the sparseness of population to analyze the eco- 
nomic and social pattern which failed to produce the resources 
and drive necessary for full and effective exploitation of the 
physical endowment and the stimulus to both immigration and 
a healthy natural increase in population. And they need to 
probe for remedies to the basic difficulties rather than multiply 
the problems by introducing population without modification 
of the underlying structure. 


(2) Against easy acceptance of the emergence of govern- 
ment as the dominant element in the economies and of the con- 
tinuing practice of seexing funds abroad for public expenditures, 
the countries need to analyze their areas of expenditures, chal- 
lenge the use of over five per cent of Latin American national 
incomes on military outlay, investigate whether by the steady 
expansion of their function these governments are warranted 
in hoping that they can improve everybody’s economic status 
relative to and at the expense of everybody else, face boldly 
the tradition of government as a “control for special privilege 
without even the saving grace of a professed idealism,” 1 note 
the many state-owned-and-operated enterprises which already 
stand as unprofitable monuments to government participation 
in commercial and industrial activity, and which permit there- 


13 Ezequiel Padilla, Free Men of America (Ziff-Davis, Chicago, 1943), 
p. 119. 

14 James Bryce, South America, Observations and Impressions (Macmil- 
lan, New York, 1914), p. 555. 

15Jsaiah Bowman (Editor), Limits of Land Settlement (New York, 
1937), p. 300. 
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fore an appraisal of the contribution to development that may 
be anticipated from the flood of new ventures being undertaken. 
From the time Bazaine wrote to Napoleon that “‘empleomania 
is a malady inherent in Mexican character and education” to 
the recent rejection by a Costa Rican Treasury official of a 
budgetary cut because “government employment is our form 
of unemployment insurance,’’ the peculiar philosophy of govern- 
ment has intruded decisively and adversely on the issue of eco- 
nomic development in Latin America. 


(3) On the scarcity of capital, there may have been too 
ready acceptance of the idea that the primary difficulty lies in 
the volume of local savings rather than in their distribution and 
in the methods by which they are mobilized for optimum de- 
velopmental purposes. The Latin American policy maker might 
determine for his own country whether domestic savings can 
be harnessed to the purposes of an expanding economy more 
effectively so as to reduce the concentration of incomes, reduce 
luxury consumption, raise the level of consumption of low-income 
groups, and yet make possible heavy investment for the most 
worthy lines of development. This may involve him in the 
argument that Latin Americans are not “‘psychologically suited” 
for high income taxes and that their governments must therefore 
show preference for getting financing out of the North Ameri- 
can taxpayer when the alternative is to enact proper tax legis- 
lation at home.’® It necessitates an examination of the regres- 
sive character of the tax system, of the heavy reliance on taxes 
on consumption expenditures. 


(4) Against the current overwhelming acceptance of the 
role of industrialization, the Latin American policy maker needs 
to pose the simple question whether in his country the primary 
motivation is more and cheaper goods or whether it is another 
attempt to create a privileged position for a small group rival- 
ing that of the traditional landowning group. On the distribu- 
tion side, the readiness to substitute a mass-consumption busi- 


16 See Javier Marquez, “Notes on Balance of Payments Problems in Re- 
lation to Economic Development in Latin America,” Inter-American Eco- 
nomic Affairs, September 1947, p. 116. 
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ness philosophy for the prevailing philosophy of small volume 
and high unit profits must also be examined. Historically, there 
is a strong tradition of effort to maintain monopoly positions 
in Latin American local markets to perpetuate the very high 
profit level which is considered normal for commercial and in- 
dustrial activity. The post-war effort to boost import duties 
still more in order to prevent a tapering off from the fabulous 
wartime profits of 50 to 125% per year on investment does 
not augur well for the increase in availability of goods which is 
the final test of industrialization. For the six out of every ten 
persons in Latin America who suffer from the physical effects 
of hunger, for the majority of the Colombian urban workers 
who suffer from uncinariasis and tropical anemia for lack of 
elemental sanitation, for the average Latin American who suf- 
fers a life expectancy 15 to 30 years lower than that of the 
average North American, for the third of the workers in Mexico 
City who can afford only the simplest of shacks, the motive 
and justification of industrialization can only be more goods 
and cheaper goods. To such a simple formula do the grandiose 
pronunciamentos of development reduce. 

(5) Again, in evaluating the big “show-case” developments 
like the steel mills and the international air and maritime lines 
which have so captured the imagination of the Latin Americans, 
the Latin American policy maker should not lose sight of the 
contribution to economic development that may be made by less 
flashy activity—for instance, by the scientists working to pro- 
mote hybrid corn breeding programs in a country like Mexico 
who may do more than the loudly hailed industrialist who picks 
a commodity now being imported, goes off to the capital to get 
assurances of heavy tariff protection, wins the collaboration of 
opportunistic labor leaders and permanently replaces the cheaper 
and possibly better imported product with a product less avail- 
able than ever to the Mexican masses; or to take another ex- 
ample, by the educator fighting for a piddling increase in the 
budget to bring advanced technical programs to his country 
which may in the long run add more to the national income 
than the new industrialist getting aboard the gravy train in the 
capital. Against the enthusiasm, for instance, with which the 
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Colombian government recently embarked on an adventure in 
international merchant shipping as the first of a series of new 
activities, one soberly reflects that at the outbreak of the war 
it was estimated that only 60% of Colombia’s potential school 
population attended primary schools, one-fourth of the stu- 
dents were seriously under-nourished and one-fifth came to 
school without breakfast—yet, it was considered financially im- 
possible to bring the school lunch program up from $1.1 to the 
$7 million that would have adequately protected these human 
resources of the nation. And now, at war’s end, the choice 
for new governmental activity falls into lines that may further 
restrict the availability of goods to the masses or at best in- 
volve a fruitless substitution of resources. Choices of this kind 
are admittedly decisions that must be made locally rather 
than abroad, but they inevitably condition and limit the extent 
to which foreign capital and know-how can promote develop- 
ment. 


(6) Against the emphasis of such specialists as Raymond 
Pearl on the superior demographic position of Latin America, 
on the superior vigor of its population in the biological sense, 
on the more favorable age-distribution for production of goods 
and for further growth; against the emphasis of such authori- 
ties as Kingsley Davis on the good fortune demographically of 
the area to have a population increasing at a faster rate than 
that of any other major area, the Latin American policy maker 
needs to weigh Vogt’s insistence that with three or four excep- 
tions, “biological bankruptcy hangs over their heads like a shak- 
ing avalanche.” Against the impressive quantitative data, he 
needs to appraise the fact that “the American continent has 
been undergoing a veritable tragedy due to under-nourishment,” 
and that a Mexican doctor visiting war-torn Europe in 1945 
could write that: 


‘, . . Never in these war-stricken lands have we seen 
anything to compare with the low hygienic conditions of our 


Mexican towns and our people.... Here it is impossible 
to find the terrible food that our poor eat in our very 
capital.... Not in all of Europe, not even in bombed-out 


Holland, do we find one place as unhygienic as our beau- 
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tiful Acapulco, where each visit is a game of death in the 
form of malaria, dysentery and typhoid... .”!7 


(7) Against the popular diagnosis of the “plural economy” 
which continually condemns the foreign economic activities for 
alleged misuse of power, the Latin American policy maker needs 
to analyze, decide on policy and implement policy, in his own 
country on the more vital cleavage in the community and the 
more important deterrent to development: the existence of the 
very small privileged class of native origin and the very broad 
marginal group condemned permanently to sub-standard con- 
sumption as hewers of wood and drawers of water.” And he 
should note that the most widely advocated device within his 
own country for integrating foreign activity with the local 
economies—the joint-capital device— involves an alliance pre- 
cisely with that group in the community whose position and prac- 
tices must themselves fall under increasing challenge if the 
shocking gap between the groups in the community is to be 
narrowed. 


When the Latin American policy maker has accepted the 
responsibility for analyzing these local conditions, when he 
has laid out policies and implemented them effectively so as to 
increase the efficiency with which his economy works, then 
he will be ready to maximize for his own country the benefits 
of international cooperation. Up to now, and probably up to 
the time of the Buenos Aires Conference, the Latin American 
has come to the international conference table reciting a one- 
sided litany of the good neighbor: Will the United States con- 
tinue to buy heavily from us? Will the United States make 
heavy loans? Will American investors ignore sniping and 
worse when they are trapped within the country? Will the 
United States stabilize at its own expense the prices and mar- 
kets for Latin American staples? 

In a sense this has put the United States in the position 
of a man asked to protect from murder a person already en- 


17 Published in Excelsior, Mexico City, December 28, 1945, and cited in 
Herbert Cerwin, These are the Mexicans (Reynal and Hitchcock, New 
York, 1947), pp. 244-245. 
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gaged in committing suicide. From the viewpoint of develop- 
ment, the litany must be expanded now to include: Will the 
Latin Americans revise their system of land control and land 
exploitation to remedy the evils of an insecure landless farming 
class, to accept the social function of land, to accelerate techno- 
logical advances, to maximize productivity, to end the centuries 
of Latin American agricultural history written in terms of 
the exploitation of labor? Will local industrial management 
abandon the philosophy of small volume and large unit profits? 
Will tariff protection be used wisely to bring efficient industries 
into being or used to perpetuate inefficient producers? Will 
social legislation be directed at foreign capital and other se- 
lected groups or broadened in application to protect politically- 
inarticulate rural populations and the mass of urban workers? 
Will steps be taken to incorporate effectively into the commu- 
nity such large sectors as the 30 million of Indian origin whom 
José Carlos Mariategui has called the “extra social class?” 
Will the experience with state-owned enterprises be used mean- 
ingfully or will further unprofitable monuments to political pol- 
icy be erected? Will abuse of foreign capital as a whipping boy 
suffice indefinitely to obscure the really significant cleavage that 
retards the Latin American economies? Will governments turn 
to the conservation of the human resources of their nations or 
accept deterioration as lands “where wealth accumulates and 
men decay?” Will the hollow opulence of the string of hospitable 
capitals continue to contrast so sharply with the poverty of the 
interior producing areas? Is the goal of self-sufficiency to be 
pursued regardless of cost? 

It may well be, as David Owen, Assistant Secretary-General 
of the United Nations, told the Economic Commission for Latin 
America on June 7, that “many of the economic problems with 
which the nations are grappling today are less and less open 
to solution on a national or even a regional basis.’'® But it is 
even more clear that the international activity will be of little 
avail until the individual nations act on the basic problems 
which are well within their individual competence. 


18 United Nations Economic and Social Council, Unrestricted Document, 
E/CN. 12/15, 7 June 1948. 


